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Saab serves the global market with world-
leading products, services end solutions rang-
ing from military defence to civil security.

In 2006, Saab’s sales rose by 9 percent to
SEK 21 billion.

O Earnings per share amount=d to SEK 11.91
' (10.89).




 strong year for Saab
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This is Saab's Annual Report for 2006. Saab's legal annual report is comprised by pages 26—107.These pages have been reviewed by the
company’s auditors in accardance with the auditors' report on page 106,

A more general description of Saab and the combany's development is provided in Annual Review 2006, which can be ordered at
www.saabgroup.com o by telephone +46-13-16 92 08.

This symbol indicates that more information on the section in question can be found at www.saabgroup.com. --E.




SAM

B IN BRIEF

Saab in brief

IMPORTANT EVENTS N 20046

*  Acquisition of Exicsson Microwave Systzms (now Saab
Micréwave Systems), giving Saab a world-leading posi-
tion in radar and sensor operations

* Contract to supply an airborne surveillance system to
Pakistan worth SEK 8.3 billion

¢ Contract to supply the surface-to-surface missile RB$15
M3 to Poland valued at just over SEK 1 billion

¢ Swedish order for the continued development of the
Gripen system worth SEK 1 billion

* Creation of a new aerostructures compzny with 600
employees together with Denel of Soutia Africa

* Acquisition of Maersk Data Defence in Denmark

* Sale of Saab Metech AB with a capital gain of
SEK 180 m.

¢ Contract on multinational cooperation to develop next-
generation radar system

* Ten-year contract for signature management with
U.S. Ammy

KEY FINANCIAL RATIOS

Sales, SEK m.
Operating income, SEK m.

Operating margin,

Income after financlal items, SEK m.

Net income, SEK m.

Earnings per share. SEK

Dividend per share, SEX"

Rewurn on shareholders’ equity, %
Equity/assets ratio. X

Order bookings, SEK m

Crder backlog at year-end, SEK m,
Research and development, SEK m,
No. of employees at year-end
Share of women, %
University-educated, %

Absenteeism, ¥

"} 2006 Board proposal.
CEFINITIONS OF KEY RATIOS

2006

21,063
1,745
8.3
1,693
1,347
"N
425
13.8
306
27,575
51,099
3.537
13.577
113
18.6
19

1003

19,314
1.652
8.6
1,554
1,159
10.89
4.00
115
no
17,512
42,198
3.546
12,830
n.7
40.2
14

Earninga par share; Net income attributable to Parent Company shareholdery’ interest divided

by sverage nurber of shares.

Remurn on equity: Metincome for the year as 2 percentage of average sharehokiery' equity.
Equity/assets ratio: Sharsholders’ equity in relation 1o totl assets,

B Eamings
- IR Dividend

Sales R Revenue (SEKm) Operating income Ml Income (SEK m) Earnings and dividend
= Growth (¥) == Margin (%) per share
SEK m. X SEK, m, SEK
25,000 0 2,500 - o 10 10
20,000 - 8 2,000 __,/ ¥ g 8
15,000 - & 1.4500 1 ré 6
10,000 - 4 1400 A - 4 4
5,000 - 2 500 r 2
0 - - 0 0 r 0 0 -

2002 2003 2004 2005 2004

2002 2003 2004 2005 2006




Saab serves the giobal market with world-leading products, services

and solutions ranging from military de’ence to civil security.

Saab’s operations are focused on three strategic business segmenis:
Defence and Security Sclutions, Systerns and Products, and Aeronautics.

Defence and Security Solutions

Saab is a leader in advanced command and control and
communication systems for military and civilian
applications. The segment also comprises a wide range of
integration services, integrated support and logistical solu-
tions, and sophisticated consulting services.

Systems and Products

Saab offers world-leading systems, products and compo-
nents for defence, aviation, space and civil security. Also
included in the segment are long-term maintenance and
operational services for the systems it has delivered.

Aeronautics

Saab’s extensive military and civilian aeronautics operations
are dominated by the Gripen program but also include the
unmanned aerial vehicles (UAV) of the future, In civilian
operations, Saab is a supplier of structures and subsystems
to the aircraft manufacturers Airbus and Boeing.

Saab’s five largest sharcholders

A of Dacember 11, 2004

according to Swadish No. of

Cantral Securitins share % of % of
Depository thoysands capital votes
BAE Systemns, UK 239 20.5% 20.3%
Investor 1.6 19.8% 38.0%
‘Wallenberg-stiftelser 9,469 8.7% 6% -
AMF Pension fander 9,452 8.7% 6.1%
Swedbank Robur fonder 4.7% 3.3%

5118

SEK
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DEFEMCE AND SECURITT SOLUTIONS 2006
Sales, SEX m. 8,028
EBIT before structural costs, SEK m, 931
Operating margin, % 11.6
Order bookings, SEK m. 16,415
Order backlog ar year-and, SEK m. 131,654

STSTEMY AND PRODUTTS 1006
Sales. SEK m, 8,580
EBIT before structural costs, SEK m. B76&
Operating margin, % 10.2
Order bookings, SEK m. 7.691
Order backlog at year-end, SEK m, 18.950

AERONAUTICS 2006
Sales, SEK m, 6,010
EBIT before structural costs, SEK m, 181
Operating margin, % ’ 4.7
COrder bookings, SEK m, 4,956
Order backlog at year-end. SEK m. 10,440

The Saab share 2006 = 2u= B DG e adad

SAAR IN BRIEF

2005

6,303
679
10.8
7.648
5,300

2005

7,397
862
11.7
6,726
16,325

2005

6,775
N
4.0
3.603
21,970

o
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PRESIDENT'S COMMENT

A strong year sets the stage

for the future

Saab's positive development continues, anc 2006 was one
of our most successful years ever.

Success was achieved in several importent areas. We are
growing and profitability remains good. At the same time,
the share of sales from markets outside Swiden is on the
rise. Organic growth during the year was 3 percent, and
total growth was 9 percent. Saab’s acquisition strategy has
successfully resulted in several structurally important deals.
The largest was Ericsson Microwave Systems, an acquisi-
tion that strengthens our position in several strategically
critical areas and adds world-leading compztence and
products in the field of sensors. The acquisi-ion of Maersk
Data Defence further consolidates our market position in
communication and command & control systems and gives
us a strong foothold in Denmark, During th.e year, we also
began the establishment of a new unit in South Africa in
co-operation with Denel. With these acquisitions, we have
strengthened our positions in our most important home
markets: the Nordic region and South Africa.

We reported good order bookings in 2006. In June,
Pakistan confirmed the very important order for an airborme
surveillance system that has attracted great nterest in several
other countries as well, reaffirming its strong future potential.

The Swedish Air Force ordered a major upgrade of Gri-
pen, Saab consolidated its world-leading position in advan-
ced camouflage with a ten-year contract from the U.5. Army,
and Poland followed Germany as the second NATO member
to order the latest version of the surface-to-surface missile
RBS15, just to name a few of our more important orders.

As a whole, Saab’s order backlog rose to a new record,
SEK 51 billion,

Success creates flexibility
We can certainly be proud of our success. It gives us the
flexibility we need to take on the challenges that lie ahead.

We will continue to grow with good profitability. This
will create the development resources we need to remain
a world-leading company. In-house research and devel-
opment is extremely important; we must further develop
our unique expertise so that we can continue to develop
leading products. World-class knowledge and competen-
cies also make us an attractive partner in major interna-
tional development projects, which we expect will become
even more important moving forward,

Our efforts to be more efficient and improve our profita-
bility have therefore been intensified. We are now working
with several different programs aimed at higher cost effi-
dency, better follow-ups and leaner, more uniform processes.

Internaticonalisation remains a priority

Saab’s transformation to an increasingly international com-
pany is continuing. This poses both cultural and profes-
sional challenges. New, broader-based customer contacts
in a growing interational market encourage us to change
the way we work and how we are organised. As our share
of employees outside Sweden rises, there is also a grow-
ing need for uniformity, quick reporting channels and a
business model that helps us to remain an innovative and
flexible company. I am convinced that we can handle the
challenge in the right way and that Saab will remain suc-
cessful in its growth and internationalisation.



Ake Svensson
President and CEQ

Strengthening our market position

With our profitability and werld-leading products as a
base, Saab will continue to grow sales through aggressive,
continueus marketing efforts. For example, we will utilize
our expertise in systems development to secure major new
commitments and, particularly in our home markets, to be
a leader in integrating complex systems.

The export of the Gripen fighter is critical to Saab. More
export orders give us the opportunity to further develop the
Gripen system long-term. We have noted growing interest
from our neighbours, Denmark and Norwzy, as well as
from several countries in Eastern and Centzal Europe.

Today the large part of our business is defence-related,
But we realise that our expertise in defence can also be app-
lied in the civilian market. This is true, for example, of com-
munication, command & control and surveillance systems
to protect important infrastructure, We are seeing a growing
need in society to protect transportation, energy, capital and
information flows. There is a future potentia’ here for Saab.

PRESIDENT'S COMMENT

Procurements are handled differently in the civilian market
than in the defence sector, and the customer structure dif-
fers. But we realize that this is an increasingly important
market for us and, in the future, we will play a more active
role as the military and civil markets intersect — with a
focus on civil security in a broad sense.

Changing with the market

The world is constantly changing, and Saab has to change
with it. This is reflected in the modifications to our orga-
nisational structure and business objectives. During the
year we reevaluated our vision, our business concept and
our values. The keywords linking these formulations are
competence, creativity and willingness to change. Over the
years, Saab has been a company that embraces change and
has been able to adapt quickly. I believe these qualities and
the ability to gather our efforts behind the Saab brand will
be even more important as we move ahead.

Good prospects

1 am positive about Saab’s prospects in the years ahead. We
begin 2007 with a record-high order book, higher sales and
stable earnings. And we have leading technologies in all
our operations. Saab stands strong as it looks to the future.

Linkdping, February 2007
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COMMENT BY THE CHAIRMAN

Sweden: An important base
for international success

Saab is 70 years old this year and in its long and interest-
ing history has achieved success by developing unique
products based upon advanced and innovative technology.
This creativity has kept Saab at the forefront of technology
and our comparny has time and again managed to push the
envelope, The results produced in the last year show that
this approach has been effective.

Saab’s successes are, and have been, of great im-
portance to the industrial landscape. Our development has
had a direct impact on the unique industriat expertise that
has been built up in Sweden’s aviation industry and other
high-tech sectors. Great technological values have been
created. Values that can be further developed if managed
properly.

Saab’s and Sweden’s unique expertise is exemplified by
the Gripen fighter aircraft. It is a world-class, cost-effective
platform with great systems capability. The: competencies
developed through investments in Gripen and associated
systems cannot be overemphasized. Today Sweden is one
of only a few nations that have the capability to design and
develop a new generation of fighter aircraft, Gripen is also
an example of the ability of Swedish engineers to develop
cutting-edge technology and to weave their knowledge
and ideas with others’technical solutions to create unique
end products.

This gives Sweden an advantage it can capitalise on and
capabilities Saab wishes to build on. Preferably through a
cooperation that benefits all of society. Specialised exper-
tise and high technology are, and will remain, one of our
strongest competitive advantages in growing international
competition.

We must remember that if we lose the ability to design and
build advanced defence products, it will take a very long
time, or even prove impossible, to regain lost ground.

Leadership position

Saab’s research and development operations corresponded
to 17 percent of sales in 2006, a level that has been main-
tained for many years and the large part of which takes
place in Sweden. The objective is naturally to ensure that
Saab maintains its leading position in key areas.

But 1o get the most out of the resources we have in-
vested, we have to keep investing and maintain a positive
cooperation with the Swedish government. Saab cannot
maintain this expertise alone. If Sweden is to take the next
step forward in high technology areas and if Saab is to
serve as the leading entity in this endeavour, long-term
investments and commitments will be needed from several
parties. ;

It is therefore important that we see a continuation

of the constructive and ambitious cooperation between
Saab and the Swedish state in the form of development of
new products. This will ensure an environment in which
Sweden’s and Saab’s unique position can be further enhan-
ced. Technological development and sophisticated services
must be given priority.

Adapting and co-operating

In recent years, Saab has adapted to changes in the Swe-
dish defence budget. In doing so, Saab has demonstrated
a willingness to accommodate and managed the transition
from a domestically focused company to a leading interna-




@,

Marcus Wallenberg
Chairman of the Board

tional exporter. Saab has competitive products and systems
that meet international demands in terms of performance
and cost efficiency. Successful export sales will remain a
necessity moving forward.

The global market is interlaced with cress-border co-
operations. Internaticnal alliances will grow in importance
for Saab as well. In addition to future busiriess oppor-
tunities, they offer the chance to breaden £aab’s base of
competencies.

With our breadth and depth of know-how we are a
sought-after partner, and there is no question that Saab’s
unique expertise is highly valued in the international
market and that we stand up well to the competition. In
other words, opportunities for further internationalisation
are plentiful.

In major international development prejects, it will be
even more important that Sweden as a nat'on also demon-
strates a long-term commitment. The Sweclish defense for-
ces will remain an important reference for us. That is why
I wish to stress the importance of Sweden'’s continued col-

COMMENT BY THE CHAIRMAN

laboration with Saab and the rest of the Swedish defence
industry. By doing so, Sweden can preserve and expand a
national industrial asset in the form of the development re-
sources the Swedish defence industry commands. We look
forward to a continued alliance with our main customer
where we can add to a tong list of successful high-techno-
logy projects.

Strong share performance

The solid, focused efforts of our management and em-
ployees in 2006 produced notable success. Saab has again
shown the ability to combine technology of the highest in-
ternational class with good profitability and growth. Saab’s
shareholders enjoyed strong price performance during the
year, and the Board of Directors is proposing that the divi-
dend be increased to SEK 4.25 per share (4.00).

Continued efficiency and profitability are vital to Saab
in the years ahead. Good profitability provides the found-
ation to generate sufficient development resources so that
Saab can maintain its leadership position in the future.

The Board of Directors look forward to contribute to
Saab’s continued development and success.

Stockholm, February 2007
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BUSINESS CONCEPT.VISION AND OBJECTIVES

Acquisitions

strengthened growth

Financial objectives

GROWTH Saab’s organic growth will average 5 percent per
year over a business cycle. In 2006, organic growth was 3
percent (6), while total growth was 9 percent (8).

FINANCIAL OBJECTIVES Targat 2008 2005 2004 2003 2002

Salas growth, % 5 3 [3 5 4 5
Operating margin, % 10 83 86 104 7.5 7.4
Equityassets ratio, % 30 306 310 299 44 243
Dividend, X of after

tax income 040 3% 37 31 50 51
Dividend per share.

SEK - 435 400 375 150 350
* Board proposal.

}} Saah constantly develops, adopts and impro-
wes new technology to meat changing custo-
maer needs. Saab serves the global market of
governments, authorities and corpoirations

BUSINESS .
with products, 1ervices and solutions ranging
CONCEPT  fom military defence to civil security.

}} By pawsr of iInnovation, com-
petence and creatlvity, our
wision is to be a leader in tha
globa! ewvolution, expanding
tha defence industry to over
all human security.

VISION

OPERATING MaRGIN Saab’s operating margin after de-
preciation/amortization will be at least 10 percent over a
business cycle. Accordingly, the operating margin before
depreciation/amortization will be at least 15 percent. In
20086, the operating margin after deprediation/amortization
amounted to 8.3 percent (8.6). The operating margin before
depreciation/amortization was 12.0 percent (11.3).

EQUITY/ASSETS RATIO Saab's equity/assets ratio will exceed
30 percent. At the end of 2006, the equity/assets ratioc was 30.6
percent (31.0).

oivipenp roticy Saab’s long-term dividend should
correspond to 2040 percent of income after tax over a
business cycte. For 2006, the Board of Directors proposes a
dividend of SEK 4.25 per share (4.00), which corresponds
to 36 percent of net income.

Saab's results 2006 in brief

The Group's order bookings amounted to SEK 27,575 m.
(17,512), of which 72 percent {63) was recetved from custo-
mers outside Sweden and 77 percent (72) was attributable
to defence-related operations. The order backlog at year-
end amounted to SEK 51,099 m. (42,198).

The Group’s sales rose from the previous year to SEK
21,063 m. (19,314}, an increase of 9 percent.

The defence market accounted for 79 percent (82) of
sales. Sales from markets outside Sweden amounted to SEK
13,714 m, (10,773), corresponding to 65 percent (56).

Operating income amounted to SEK 1,745 m. {1,652), or
a margin of 8.3 percent (8.6). Costs for structural measures
affected operating income by SEK 445 m. (321). Excluding
structural costs, the margin was 10.4 percent (10.2) and
income before structural costs amounted to SEK 2,190 m.
(1,973).

%



STRATEGY

Continued expansion

outside Sweden

Saab’s long-term strategy remains firm. Operations are focused on the three strategic
business segments Defence and Security Solutions, Systems and Products, and Aeronautics.

The three segments reflect the conditions that distinguish
Saab’s various markets and businesses.

In Defence and Security Solutions, signed contracts
often reflect long-term relationships and a lecal presence.
Decisions are made at a high political level. In Systems and
Products, operations primarily comprise the development
and sale of niche products on the global market and the bu-
stness logic is more clearly tied to price, quality/petformance
and leading technology. Saab’s deliveries can comprise an
entire order or consist of subsystems in a larger solution. In
Aeronautics, the business logic is often a combination of
what we see in the two other strategic segments.

DEITRIF

OF OrERA

The three segments reflect the various
conditions in Saab's markets and businesses.

Saab’s business units are supported by the Group’s mar-
keting organization, Saab International, which identifies
business opportunities and assists the business units from
their initial contact with the customer and through the
entire sales and aftermarket process.

Another Group-wide function, Saab Industrial Coope-
ration, arranges industrial cooperations - offset programs
- an important success factor in connection with major
aircraft and defence orders. Industrial cooperations often
entail a pertion of production or development in the
buyer-country or industrial, commercial or research-related
alliances. o)
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IMPORTANT STRATEGIC CHALLENGES

Consolidate customer relations in Sweden

The shift by the Swedish defence to an operational force
means fewer and smaller series orders. On the other hand,
it creates new business opportunities where Saab can
assume greater responsibility for systems integration as
well as lifecycle service and support solutions. The conti-
nued development of Saab's offering is a key factor in the
relationship with the Swedish defence, anc. development
projects in Sweden remain important to Saab’s growing
capabilities.

HIGHLIGHTS 2004:

« Saab's sales in the Swedish market in 2006 amounted to SEK 7.3
blltion, or 35 percent of total sates.

+ Saab established a support office at the Swedish naval base in
Karlskrona to provide better service to the customer.

Establish and strengthen new home marlets

In several of Saab’s product and service areas, local opera-
Hons are crucial to be considered as a supplier. In addition
to Sweden, South Africa and Australia are tnarkets where
Saab is already an important partner in major national
defence and security solutions. Opportunities exist to de-
velop similar relationships with other counTies as well. To
further strengthen its position, Saab will utilize cooperative
projects, partnership solutions and acquisitions.

HIGHLIGHTS 1008:

* The acquisition of Maersk Data Defence In Denmark establishes
Saab in another NATC country.

+ Cooperative agreements were signed in Norwar and Denmark,
further strengthening Saab's position in Scandinavia.

+ Together with Denel, Saab began the establishment of 3 new unit
in South Africa.

Future efforts in aeronautics

Its world-leading position in aeronautics is strategically
important to Saab. Long-term customer relationships in
the area also create opportunities for additional sales of
other products and systems, and investments in advanced
aeronautics development provide a technological edge to
all of Saab’s units. To further enhance its unique expertise,
Saab focuses on continuous upgrades of the Gripen system,

partnerships and deliveries to the civil aviation industry,
and participation in international development projects.

HIGHLIGHTS 2006:

« The Swedish Air Force awarded Saab an order for the continued
development of the Gripen system worth over SEK 1 blllion.

In cooperation with Dassault of France, among others, Saab is
developing an unmanned combat alr vehicte demonstrator, Neuron.
Saab is responsible for technically advanced parts of the system. In
2006, Saab reached all its milestones on tme.

+ The unmanned helicopter Skeldar was launched,

Increase sales of niche products

Based on its world-leading systems and products, Saab
today has operations on every continent, and its products
can be found in over 50 markets around the world. Through
continued development and marketing, Saab will increase
its sales of niche products.

HIGHLIGHTS 2004:

+ Poland awarded Saab a contract to supply the surface-to-surface
missile RBS15 Mk3 valued at just over SEK 1 billion.

* Order for the weapon detecting radar ARTHUR, from Spain worth
EUR 5% m,

+ Saab signed a ten-year agreement with the U.S.Army to supply the
ultra lightweight camouflage net system (ULCANS).

Increase services

Many of Saab’s customers are choosing to outsource a
larger share of the operation of their systems and pro-
ducts. Services are therefore an important growth market
for Saab. In addition, Saab offers sophisticated consulting
services for development projects.

HIGHLIGHTS 2006:

+ Saab consolidated its aftermarket operations In the business unit
Saab Aerotech. Saab’s consulting services are consolidated in the
business unit Saab Combitech.

» Saab participated In the construction of the power supply and dist-
ribution system for Sweden’s peacekeeping forces in Afghanistan,

Continued development of new products and services
To maintain a leading position in its operating areas, Saab
invests significant resources in research and development.
Aside from the development work it performs on behalf

of customers, Saab develops new technology and new
systems and products, often through international coopera-
tions with other companies.
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Operating activities are conducted
by the Group's business units, sorted
here by business segment,

HIGHLIGHTS 2006: = The acquisition of Maersk Data Defence complements and

= in 2006, SEK 3.5 billion (2.5) was invested in R&D, or 17 percent of strengthens Saab’s product portfolio in communication and
sales. command and controd systems,

+ In cooperation with Selex and Elettronica of [taly, Saab is develo-
ping the next generation of integrated military radar, electronlc Consolidate position in civil security
warfare and communication systems. . I . . .
Civil security is a growing market where Saab’s expertise

* Saab successfully test fires the future Meteor and JRIS-T misslles. can be converted to new solutions designed for the civilian

» Newly established SaabVentures invests in small and midsize com- market. The market is driven in part by the increased
panies with technologies or markets that support Saab's strategic . i .
development. resources allocated in many countries to authorities for

investments in civil security.

Growth through acquisitions HIGHLIGHTS 2004:

In addition to its goal of average organic growth of 5 « Saab signed an agreement with Securitas to deliver 2 new techno-
percent, Saab will also grow through acquisitions. Through logical security platform for Arlanda, Sweden's largest airport.
strategic acquisitions, Saab can strengthen its presence in * The first stages of RAKEL, a single radio system for Sweden’s
local markets and build close, long-term customer relation- public safety authorities, were rolied out
ships. Acquisiions are also a way to increase mark + Saab received an order from the Swedish Coast Guard for the

P A q y et share development and Implementation of SJOBAS!S, a system that
for niche products. coordinates maritime monitoring and information.

HIGHLIGHTS 2008:

* The acquisition of Ericsson Microwave Systems (now Saab Micro-
wave Systems} gives Saab a world-leading positicn in radar and
sensor operations. The acquisition included Ericsson’s 40% Interest
in Saab Ericsson Space (now Saab Space).
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SAAB'S STRATEGIC BUSINESS SEGMENTS

Defence and Security Solutions

= Command and control and communication sysiems
* Integrated systems solutions

= Support solutions

+ Technical consulting services

+ Solutions for clvil security

The Defence and Security Solutions business segment
brings together Saab’s capabilities in the development and
integration of high-technology systems for reconnaissance,
surveillance, communication and command and control.
One example is the Swedish Air Force’s combat manage-
ment system, which links command and control centers,
aerial surveillance, and radio and data communication.
The airbomne surveillance system for Pakistan is another
example. In the international market, tactical
comumand and combat systems for land,
sea and airbome forces are among the
" areas where Saab has an especially strong
position.
Defence authorities and other government
agencies are increasingly outsourcing portions of their
operations. Saab therefore offers a wide range of lifecycle
support solutions.

The Defence and Security Solutions segment also of-
fers consulting services in systems development, systems
integration, and information and system

security for the defence, automotive and telecommuni-
cation industries as well as government departments and
authorities with responsibility for infrastructures.

The market for civil security systems continues to deve-
lop, creating new opportunities. Saab can supply systems
to handle information flows and coordination between
various authorities responsible for terrorist threats, natural
disasters and organized crime.

Systems and Products

* Unique systems, products and components
+ Development, production and upgrades

» Studies and demonstrators

* Maintenance and operations

Customers in the Systems and Pro-
ducts business segment mainly consist of
defence authorities and other defence contractors around
the wortld. In avionics (aeronautical electronics), Saab is a
leading supplier to both military and civil aviation manu-
facturers.

One example of a product with a market-leading po-
sition is the Carl-Gustaf anti-armour weapon, which has
been sold to more than 40 countries and has two succes-
sors in the AT4 and NLAW anti-armour systems.

Electronic warfare - warning, jamming and protection
against detection and weapons - is another area where
Saab has developed world-leading products, used in a large
number of combat vehicles, aircraft, helicopters, submari-
nes and surface vessels the world over.

The unique products in the newly acquired radar and
sensor operations were already vital components of Saab’s
systems such as the Bamse missile platform, the Gripen
fighter and the airtborme surveillance system. But they also
include products that in themselves command a leading
position in the global market. The weapon detecting radar
ARTHUR and the search radar GIRAFFE are two examples.

Signature managernent, which prevents detection by
even the most advanced technical equipment, is another
area where Saab has a world-leading position. The compa-
ny is by far the dominant supplier of the ultra lightweight
camouflage net system (ULCANS) to the U.S. Army.

The need for training is growing as more countries
participate in international missions and have to train their
troops under realistic conditions. Saab has a strong position
in advanced training systems for land-based forces and
now lists special police units among its customers.

Underwater technology for shallow water and harbours
is also an area where Saab has leading expertise. Significant
potential exists in autonomous, unmanned underwater
vehicles for both military and commercial applications.

Saab is also Europe’s leading independent supplier of
advanced equipment for the space industry.




Aeronautics

+ The Gripen fighter

» Unmanned Aerlal Vehicles (UAVs)

+ Supplier 1o international aeronautics programs
+ Leasing of reglonal aircraft

Saab has unique competence in aeronautizs, making
Sweden one of only a handful of countries in the world
that can develop modern fighter aircraft. Saab’s aeronautics
operations are dominated by the Gripen program.
In civil operations, Saab serves as a supplier of primary
aerostructures and subsystems to Airbus and Boeing, and
) earlier developed and manufactured the more than 500
j Saab 340 and Saab 2000 commercial aircraft currently
in service around the world.
Gripen, the world’s most modern fightar
aircraft in operational service, is currently used in
Sweden and NATO members the Czech Republic
and Hungary. In 2006, the prestigious Empire Test
Pilots’ School in the UK expanded its agreement
with Saab, giving it greater access to Gripen. South Africa
will begin operating Gripen in 2008. Export potential is
high, and Saab is working aggressively in a number of

STRATEGY

markets to win new contracts. The Gripen program inclu-
des significant sales of modifications, training and main-
tenance.

Saab’s world-leading competence in aeronautics is
built through development projects, in-house research and
international co-operations. For example, Saab has chief
responsibility for key subsystems in the Neuron program, a
European project to develop technology for an unmanned
combat aerial vehicle and next-generation fighter aircraft.

As a supplier of subsystems, Saab utilizes its expertise to [

develop complex structural units and subsystems for com-
mercial and military aireraft manufacturers. For example, it
has developed the mid and outer wing leading edge for the
Airbus A380 superjumbo, and avionics equipment and the
crew entrance door for the A400M.

With its unique expertise in aeronautics,
sensors and systems integration, Saabis a
leader in the development of unmanned aerial
vehicles (UAVs). Successful flights have been
conducted by the SHARC and FILUR technical demon-
strators, and in 2007 the unmanned helicopter Skeldar will
go from demonstrator to product with civil and military
applications.
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MARKET OVERVIEW

Growth potential
In select niches

Defence including military aviation

The international defence market’s development is being
affected by the growing competition for resources in go-
vernment budgets. Most defence budgets are shrinking as a
share of the total economy, even though some are growing
in absclute terms. Ini terms of volume and R&D, the U.S.
will remain the dominant power for the fo:eseeable future.
Countries in Eastern Europe are increasingly expected to
purchase mateziel from suppliers in the ELl and the U.S.
There are also expectations of some consolidation of the
defence industry in Europe and the U.5.

Global defence spending is estimated at USD 1.2 tril-
lien per year, according to IISS and Military Balance. In
2005, growth was 3.4 percent, which is slightly higher than
normal owing to, among other factors, a rapidly growing
U.S. defence budget. Moving forward, market growth is
expected to stabilize at around 1 percent.

DEFENCE EXPENDITURES 7005, USE BILLICN

United States 495
China 100
Russia ~64
France 54
Great Britain 52
fapan 45
Germany 3%
taly 32
Sawdi Arabia 25
india 7
Total, 10 jeading countries ~528
Total, World market ~1200
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The largest players in the defence area are Boeing, Lock-
heed Martin and General Dynamics in the U.S. and
EADS, Thales and BAE Systems in Europe. Saab’s sales of
defence-related systems and products, including military
aviation, amounted to slightly over SEK 17 billion in 2006.
This makes it a relatively small player. Saab has a small
home market, and a large number of markets are essenti-
ally closed off to it for political reasons.

In Sweden, defence authorities are concentrating on >
building operational forces for intemational and national v ‘s?*
missions. As a result, development work for the Swedish
defence industry is shrinking. One consequence of the
higher demands placed on cost efficiency is an increase in
outsourcing and lifecycle commitments.

Military aviation

The military aviation segment is dominated by manned
fighter aircraft, the market for which is estimated at USD 10-
16 billion per year in the next decade. Growth will be driven
by latent demand to replace the older generation of fighter
aircraft still used in a number of nations. The largest suppliers
are Lockheed-Martin, Boeing, the Eurofighter consortium,
Dassault Aviation, the Russian aviation industry and Saab.
Saab's market share is 5-10 percent, including the U.S. mar-
ket, which is not open to non-American suppliers.

The market for unmanned aerial vehicles (UAV's) is still
in an early development stage. Initially, military applica-
tions are expected to dominate the market. Eventually the
market will grow to also include civil applications, and Saab
is well-positioned. By 2015, the global market for UAV's is
expected to reach USD 4 billion.




Sensors and rador

In radar and sensors, Saab is ane of the five leading supp-
Hers in its niches. In total, Saab has around 10 percent of
the global market in its niches. Its main competitors are
Raytheon, Northrop Grumman, Selex, Thales and EADS.

Command and control

Saab has a strong position in command and control sys-
tems and will be introducing a new generation of systemns
based on modular architectur= to further bolster it competi-
tiveness. The modular-architecture facilitates co-operations
with suppliers, among other things. Saab’s major competi-
tors in command and control systems include Thales, Atlas,
AMS, BAE Systems and Selex.

Weapon systerns

Saab has a strong position in the niches for anti-ship missi-
les, air defence missile systems and man-portable weapons.
It primarily focuses on light, high-tech systems, so there are

Saab has operations in the form of companies, offices
oF representation on every continent of the world.

few competitors in each niche, thanks to which Saab has
gained a strong position globally in these areas.

Electronic worfare

Saab’s electronic warfare (EW) products include radar,
laser and missile wamnings systems, ELINT/ESM systemns,
jamumers, countermeasures dispensers and integrated EW
suites. The global market is estimated at SEK 50 billion, of
which the U.S. accounts for about half. Saab is one of the
ten largest EW suppliers. Among the market leaders are
BAE Systems, Raytheon, ITT and Northrop Grumman.

Signature management

The global market for camouflage products has noted

stable development, with growth potential in a nurnber

of areas. For example, the creation of international rapid

deployment forces in Europe is contributing to rising de-

mand for products adapted to warm climates. The market is
fragmented, and there are few major suppliers. o
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MARKET QVERVIEW

Training

Saab has a leading position in military training, with an of-
fering that stretches from syztems for the individual soldier
or pilot to tactical and operational training for entire units.
Competitors include Lockhe2d Martin and Cubic.

Civil security

Civil security is a growing market where Saab‘s expet-
tise can be hamessed to create new solutions for the civil
market.

The market is driven in part by the increased invest-
ments by authorities in civil security. Moving forward, the
EU is also expected to increase its expenditures for civil
security.

Saab is active in areas such as maritime security, pro-
tection of critical infrastructure, training for combat forces
and crisis management systems. These areas represent an
estimated SEK 100 billion anaually with the U.S. as the
dominant market. The share of the global market available

to Saab is expected to grow significantly in the years ahead.

The market is dominated by Boeing, Northrop Grumman
and Lockheed Martin as well as EADS, Thales and Sie-
mens, In recent years, Saab’s sales of civil security systems
have shown a stable growth.

Commercial aviation

The commercial aircraft market is dominated by Boeing
of the U.S. and Airbus of Europe. The market for aircraft
with more than 100 seats is expected to grow by 5 percent
annually in the next 20 years. Among current trends are
an increase in capacity utilization for existing aircraft and

growth in demand for new, more fuel-efficient models
as fuel prices rise. This segment of the total commercial
aircraft market is estimated at SEK 900 billion annually,
a quarter of which is avionics. The value of structures for
commercial aircraft is estimated at SEK 300 billion.

In the years ahead, Saab's sales of structures and
avionics systems for commercial passenger aircraft are ex-
pected to grow significantly. For example, delivery volumes
rise substantially after a new aircraft is introduced on the
market.

Space

The global market for space operations is valued at SEK
650 billion. The large share, 60 percent, relates to satellite
services and is experiencing the fastest growth. The US.
agency NASA accounts for slightly over 18 percent, and
the U.S. defence for 22 percent, of the total market. China
and India are both planning manned space flights, and
Russia has intensified its work with the navigation system
Glonass.

Europe’s investments through ESA account for about 4
percent of the global market. The Swedish space budget is
approximately SEK 750 m., the large part invested in pan-
European projects through ESA. The market is dominated
by a number of U.S. companies such as Lockheed Martin,
Boeing, Loral Space and Northrop Grumman and by the
European multinational companies Astrium and Alcatel
Alenia Space.

By focusing on select technologies, Saab has secured a
good market share within its niches.




Technology

SAAB'S MAAKET OFFERING

for a changing world

Aviation

Saab has been supplying pioneering solutions in the field
of aviation for 70 years. Today’s products range from the
world-leading fighter aircraft Gripen to advanced aero-
structures, display solutions and laser products as well

as tactical support systems. Moreover, Saab has a fleet of
regional aircraft it previously manufactured.

Electronic Warfare

Saab’s Electronic Warfare solutions are designed to ensure
mission success even under tie most severe conditions and
have been the choice for a range of combat and transport
aircraft, helicopters, combat vehicles, surface vessels and
submarines worldwide. The Electronic Warfare product
range includes jammers, ELINT/ESM systems and stand-
alone or fully integrated self-protection systems with laser,
radar and missile approach warming functions and world
renowned countermeasures cispensing systemns.

Weapon Systems

Saab offers world-leading systems and products for preci-
sion engagement with applications at sea, on land and in
the air. The RBS 15 surface-to-surface missile and Torpedo
2000 can secure vital maritime interests, BAMSE and RBS70
offer air defence for densely populated areas, infrastructure
and command functions. In intemational peacekeeping
operations, the Carl-Gustaf multi-role weapon and AT4

CS anti-armour weapon are vsed to defend against tanks,
secure buildings and support personnel.

Command & Control

Saab supplies integrated command and contro} system
solutions and civil security solutions that play a decisive
role in how forces are managed and interact. Our modular,
scalable systems are designed to summarize information

and provide decision-making support that gives strategic
and tactical superiority on land, in the air and at sea. Civil
applications help to make society safer.

Unmanned Systems

Unmanned systems in the air, on land or in water present
future alternatives for hazardous or monotonous and time-
consuming missions. Saab has developed systems for civil
and military applications, and is participating in internatio-
nal alliances to develop future solutions.

Sensor Systems

The ability to react rapidly and accurately to any threat is
vital in the modern battlefield as well as in other crises.
Saab ~ with systems for surveillance and defence of air,
land and sea - commands state-of-the-art competence in
radar and lasers. Saab’s systems give operational units in
more than 30 countries detailed situaticnal awareness and
more than meet today's growing demands for interoper-
ability, strategic mobility and networking capabilities.

Simulation & Training

From training systems for the individual soldier or pilot to
tactical training and strategic training at the highest level,
Saab can create realistic training and simulation for every
possible scenario. Saab offers products from target systems
for sharp shooting to integrated training systems at the
battalion level. For air forces, we offer everything from
tactical challenges to advanced flight simulation,

Signature Management

Adapting your"signature” to the surroundings in order to
confuse the enemy is often the key to success, Saab offers
several advanced technologies and leading solutions in
personal, static and mobile camouflage that greatly reduce

v
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SAAB'S MARKET OFFERING

the risk of being recognized and identified no matter what
the environment.

Support Solutions

Saab provides a broad spectram of integrated support

solutions for government agencies and industrial branches

alike - nationally and intemationally. We offer a breadth

and depth of expertise in our own systems and platforms
- and those of other suppliers for land, air and sea as well as

for electronics and information technology. Our services

cover their entire lifecycle, frem procurement to phase-out.

Underwater Systems

{ Saab develops high-technology underwater systems for

’ civil and military applications. Products and services are
supplied nationally and intemationally in various areas
such as mine detection and neutralization, maritime
security, underwater sensors and to the offshore industry.
Saab’s unmanned under-water vehicles are on the cut-
ting edge of technology and ere ideal for various missions
below the surface of the sea.

R
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Communicaticn

Through its consulting services, systems solutions, pro-
ducts and services, Saab provides robust communication
solutions for the military or civil market. We are working
continuously to develop secure communications and,
through communication, to make society safer.

Space

As an independent intemational supplier of space equip-
ment, Saab offers world-leading adapters and separation
systems for launchers. We are a leader in robust compu-
ter systems to manage and control satellites as well as
microwave components for commercial telecommunication
satellites. Our technology is used in all fields of applica-
tion: in launchers and in satellites for telecommurnication,
navigation, earth observation, meteorology and scientific
research.




PERSONNEL

Knowledge and development
make Saab a leader

Saab is a knowledge comdany with wortd-leading offerings. By building and refining our knowledge, ,
we can continue 1o develop leading systerns and products. We are therefore working systematically to aescier
enhance employees' skills, identify future leaders and strengthen Saab's attractiveness as an employer af oriha?

The common denominator for all our employees is Saab’s
values. They are important factors in the culture of tech-
nological innovation that distinguishes Saab irregardless
of the nationality of our employees or which part of the
company they work for.

In 2006, a great deal of time was devoted to a broad-
based discussion of these issues. The CEO and other mem-
bers of Group Management, in meetings during a global
tour, spoke with practically all employees to describe Saab’s
vision and future challenges, to get their opinions, and to
reinforce the company’s basic values:

Expertise — We combine a stzong history of knowledge
with constant learning.

Trust — We are global citizens, honest and reliable and we
keep our promises.

Ambition - We have a passion for innovation, we are open
to change and are committed to being fast and flexible.

The annual employee survey in 2006 showed, among
other things, that Saab’s employees generally share these
values and agree that they are a reflection of the business.
Acceptance of the values naturally is critical to the further
development of Saab and its employees.

-

Diversity a part of the business

Saab has quickly developed outside its traditional home
market of Sweden into a global company. This entails new
challenges, perhaps the biggest of which is diversity in
many different forms. Languages, leadership and routi-
nes are among the factors that have to work for the entire
Group as well as locally and in different cultures.

Saab’s core belief is that diversity is positive and should
be encouraged. This requires that the company is able to
utilize the competencies of all its employees and that it re-
gards differences as an asset. Diversity and an open climate
create an organization where creativity and innovation
flourish, which is vital to Saab’s development and ability to
remain a world leader.

Diversity work is followed up in the annwal surveys,
especially with regard to how each employee’s competence
and experience is utilized.

One way to promote diversity is to increase the share of
women in senior positions, which Saab is working continu-
ously to achieve. One way is to coach women who have be-
gun, or are about to begin, their first management assign-
ment through a specially developed mentoring program, a
new version of which is now being run for the second time.

Leaders of tomorrow

Developing good leaders and sound leadership is an ever

ongoing process. Saab has worked successfully for many

years to promote employees to key positions, and one of »
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the goals is to always have irternal candidates for manage-
ment positions. At the same time, Saab takes a long-term
approach to strengthening its attractiveness as an ermployer
and attracting talented new employees with the right com-
petence and values.

Though there is no set template for what a leader
should look like at Saab, theie are several key aspects to
leadership. The ability to adast to the situation at hand
is an important quality, and so is being able to manage
change. A leader at Saab must encourage commitment and
produce resuits. Clearly explaining goals and providing
regular feedback at an individual level is important in order
to get all employees involved and motivated. Openness
is the basis of a creative climate where new ideas can be
tested, which is imperative in a development-intensive
company like Saab.

One of the responsibilities of a leader is to manage
talent - in other words, to help employees to develop and
capitalize on their abilities in the best way possible. Every
manager is an important link in the long-term work with
Saab's talent pool.

Saab has a long-term approach to leadership deve-
lopment and invests heavily in an extensive and a diverse
range of leadership programs for current and prospective
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managers, project managers and specialists at all levels. In
2006, a number of internal leadership programs were also
offered in South Africa with very good results. There are
also special programs for younger employees, where the
goal i5 to better plan their personal development based on
their interests, abilities, expectations and competence.

For development-oriented young managers and leaders
with high potential, Saab offers an advanced leadership
program specially designed for its businesses and interna-
tional environment. This program is now being implemen-
ted on an international basis.

A knowledge company in every respect

It is essential to provide encouragement and help employ-
ees to build their skills, Competence needs are constantly
reassessed on the basis of the company’s businesses and
future challenges to ensure that development investments
are being correctly targeted.

In certain areas, Saab’s competencies are unmatched
anywhere in the world. This is how it has to be for the com-
pany to remain competitive. Saab’s employees simply have
to be world leaders in their fields. Saab is a highly research-
intensive company, investing billions of kronor annually
in R&D. To maximize these investments, employees must
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have the abilities, education and experience to implement
the comparny’s strategies and development projects. lt is
important therefore to periocically measure and evaluate
competence needs.

It is also important to take advantage of all opportuni-
ties to share knowledge internally, which can produce tre-
mendous benefits. Saab has therefore created Technology
Transfer Groups, where employees from different parts of
the Group who work in the same technological fields can
come together to exchange knowledge.

The best learning is achieved through a combination
of day-to-day experience and special development efforts
initiated either by the company or the individual employee.
Every employee has a responsibility to take advantage of
opportunities for further development. To teconcile the
needs of the individual with those of the company, perfor-
mance reviews are periodically conducted. Every manager
is expected to conduct reviews with his or her employees at
least once a year.

Constant search for talent

Saab works actively with benchmarking to enhance its role
as an employer and meet the demands of today’s talents
and tomorrow’s leaders.
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Saab’s internal job market provides opportunities for a
range of assignments in various locations, and job rotation
is encouraged. The positive effects of broader, more exten-
sive networking and an exchange of knowledge will help
both the individual and company to develop.

Continuous work is ongoing at Saab to identify and
meonitor talented leaders. in 2006, it began work to improve
the internal process for assessing talent. Long-term talent
needs are being more strongly linked to future business
challenges, and Saab’s structured process for talent mana-
gement is becoming a more integral part of Group-wide
strategy work. Conferences within the Group to improve
job rotation among high-potential candidates will hegin in
2007.

To reinforce its image as an attractive employer, Saab
works extensively and continuously to build its brand on a
local, national and international level and increase famili-
arity with and confidence in the company. The key to these
efforts is that current employees see Saab as an attractive
and professional employer — areas where it rates high in
the employee survey.

Saab also places high in various external rankings,
which are used to monitor what important target groups
- technology students and young professionals - think
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about it as a company. High rankings on these lists are a
sign that Saab remains one of Sweden’s most sought-after
employers.

In May 2006, Saab was nzmed IT Company of the Year
by the Swedish business magazine Veckans Affirer, con-
firmation of the enormous competence Saab has in the [T
area and underscoring that [T solutions are an integral part
of its operations.

Another issue with regarc| to talent is long-term access
to skilled labour wherever in the world Saab operates. In
Sweden, it has been working actively for years with various
activities to promote interest in engineering. One example
is the”Swedish Championship in Technology.” In South
Africa, Saab actively support: engineering schools.

Good heaith means higher profitability

A healthy compar{y is a profitable company. Maintaining a
global approach to healthcare and wellness and a work/life
balance is an important component in improving operat-
ing efficiency. Saab focuses on preventive measures and
continuously measures and follows up absenteeism and its
causes. This information is then used as important input in
further preventive work.

In the employee survey in 2006, a majority of employees
felt that Saab demonstrates a positive attitude toward its
employees’need for a balance between work and life. The
same survey shows, however, that there is room for impro-
vement in how wellness opportunities are promoted — and
in certain cases in terms of access to wellness programs.

The success of this work is indicated by relatively low
absenteeism levels in recent years.

Follow-up work

Saab's People Management work is primarily followed
up in two ways: an annual, Group-wide survey and HR
reviews.

The purpose of the survey is to monitor and measure
whether employees feel Saab is living up to the high level
of ambition described in the Personnel policy. The HR
review means that each business unit is reviewed annually
on its HR performance.

The employee survey in 2006 encompassed the entire
Group for the first time. The response rate was 74 percent,
which is slightly unsatisfactory. The goal is to achieve a
higher rate in 2007.

In general, the survey showed that employees are po-
sitive about Saab’s future, that Saab is seen as an attrac-
tive and professional employer, and that the majority of
employees share Saab’s values and are proud of and loyal
to the company.

Certain areas received lower ratings, such as the ability
to identify future competence needs and make use of
current competence. The number of performance reviews
remains good, but has not reached the level Saab is aiming
at — at least one review per employee and year.

Based on the results of the 2006 survey, every business
unit has analyzed and begun working on improvements
in critical areas. This is supported on a Group-wide basis
through regular follow-ups and activities in a number of
areas, including leadership development and communica-
tion. Among other things, the Group's commuon intranet
has helped in the dissemination of information.

The CEQ's tour around the Group in 2006 to present
and discuss Saab’s strategies, values and future challenges
will be followed up in 2007 to better familiarize employees
with these issues. -'-EI




SAAB IN SQCIETY

Social responsibility fundamental
to Saab’s operations

Saab supports efforts to promote free competition and
good business ethics, and supports transparency and open-
ness. We also support the rigiat of every nation to defend
itself as written into the United Nations’ Charter. Saab,
which is based in a parliamentary democracy, contributes
to global security and stability through controlled exports.

In a policy document, Saab has laid down its overall gui-
delines for environmental anc! ethical issues. Saab supports,
and strives to comply with, th2 principles of the UN Global
Compact and OECDY's Guidelines for Multinational Enterpri-
ses. The document clarifies our responsibility to customers,
employees, shareholders and the community. For example,
compensation paid to agents, suppliers and partners are
based solely on the products and services procured.

Saab’s operations are govemed by a number of rules
and regulations, In Sweden, the production and export

of military materiel are governed by laws, ordinances and
guidelines adopted by parliament. Supervision is handled
by the National Inspectorate of Strategic

Products. All ransactions made by Saab which fall
under this legislation must therefore be approved by the
Swedish state. Similar supervision and legislation exists in
most of the countries in which Saab operates.

Moreover, Saab acts in accordance with the laws of the
countries in which it conducts business, helps to protect

human rights and pays consideration to health, safety and
the envirorunent.

Contributing to sustainable development

‘The aim of Saab’s environmental policy is to ensure com-

pliance with requirements from customers and legal statutes

and to contribute to society’s sustainable development. »

ENVIRONMENTAL POLICY  WEWILLACHIEVE THESE BY:

+ Implementing environmental management systems that fulfill the requirements in

}} Through welt-structured snvi- IS0 14001:2004
r | worlk am d
irmpr the snvi | * Identifying and minimiting the products’ and operations’ envirenmental risks
influence from plans, products and + minimizing the use and emissions of hazardous substances/materials, and
sarvices shall be minimited as far as efficiently using energy and natural resources

tachnically poxsibla and sconomi-
cally reasonable.

* complying with applicable regulations and other requirements in the environmental field

+ affirming an attitude of openness in communlcating our environmental work,
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The environmental impact from our business units varies Suppliers

greatly depending on the typ2 of product, service and busi- A large part of the components and equipment used in

ness. IS0 14001 certified environmental management sys- Saab’s products is purchased from subcontractors. It is im-

tems are used by Saab Bofors Dynamics, Saab Underwater portant that they, too, abide by the same environmental de-

Systems, Saab Microwave Systems, Saab Communication, mands. Saab’s business units evaluate their environmental

Combitech, Saab Aerotech, Saab Training Systems, Saab work and set demands. Naturally the focus is on the work

Barracuda, Saab Space, Austr.an Aerospace, Saab Bofors these suppliers devote to the components and equipment

Test Center and Saab Support. Environmental management used in Saab’s products.

systems essentially adapted to ISO 14001 are used by Saab

Aerosystems, Saab Aerostructures, Saab Avitronics and Environmental improvements

Linkdping City Airport. Environmental improvements are made on a continuous
Saab's environmental work is described below under the basis through management by objectives. Targets are in

following headings: Suppliers, Enwironmental improvements, place to reduce energy consumption and use of hazardous

Replacement of hazardous substances and Climate issues. chemicals. Several units are introducing routines to take

environmental aspects into consideration in their devel-
opment processes and to identify and reduce the share of
hazardous substances in the products they market.

Energy consumption M Electricity Emissions of volatile organic solvents (VOC)
GWh W Heat Tonnes
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Saab works actively to consume energy more efficiently. Every year a number Contiruous work is under way at 5aab to reduce emissians of VOCs. Emis-
of projects are conducted to reduce consumption. The increase in electricity sions have therefore decreased substantially in recent years Saab Aerostruc.
tonsumption in 2006 is due to the acguisition of Saab Microwave Systems tures accounts for the farge share of emissions.

and the inclusion of the operations in South Africa in the figures.

24



Saab also has goals to improve transport and travel effi-
dlency in order to reduce the contribution to the green-
house effect as well as to slash wastes and emissions

into the air and water. These emissions primarily consist

of organic solvents released into the air and metals and
deicing agents released into the water. The systems used to
sort wastes are continuously improved in order to increase
the share of recycled material and recovered energy.

Replecement of hazardous substances

To meet high safety and technical performance require-
ments, Saab must still use sustances that are classified

as hazardous to humans and the environment. Saab has
initiated several national and international development
projects to replace such substances, the following of which
have the highest priority: volatile organic solvents (VOCs),
trichloroethylene (chlorinated VOCs), ozone-depleting sub-

Consumption of chlorinated volatile organic solvents

Tonnes (chlorinated VOC)
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The large part of the consumption of chiorinated VO(Cs is comprised of
trichlcroethylene used for cleaning purposes by Saab Aerostructures and Saab
Aerotech, among others. Through acte: efforts, consumption has decreased
in recent years.

SAAB IN SOCIETY

stances (refrigerants), lead, chromates and cadmium. Over
a ten-year period, the use of hazardous substances has
been reduced drastically.

Climate issues

Saab participates in the so-called Environmental index
compiled by Swedish insurance company Folksam. In the
2005 index Saab received a grade of five on a scale of seven
fer climate impact. Its contribution to the greenhouse effect
decreased compared with 2004.

For many years, Saab has limited its company cars to
those that meet environmental classification requirements
for 2005. As of 2005, biogas or ethanol vehicles are also
available. Saab’s business travel agreements give a prefer-
ence to environmentally friendly vehicles.
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Financial review

Saab AB (publ.), Corporate Identity No. 556036-0793,
registered office in Link&ping, Sweden, has been listed

on the Stockholm Stock Exchange since 1998 and on the
large cap list since October, 2006. The principal owners are
Investor AB, with 20 percent of the shares, corresponding
to 38 percent of the votes, anid BAE Systems, with 21 per-

cent of the shares, corresponding to 20 percent of the votes.

The remaining 59 percent of the shares are traded on the
Stockholm Stock Exchange.

OPERATIONS

Saab is one of the world's leading high-technology com-
panies, with its main operations in defence, aviation, space
and security solutions. Saab has the world as its market,
but research, development ar.d production are principally
carried out in Sweden.

As of January 1, 2005, 5aa>’s business units are divided
into the three business segments Defence and Security
Solutions, Systems and Products and Aeronautics for
control and reporting purposes.

In addition, Corporate cornprises Group staffs and
departments and peripheral operations. It also includes
the leasing fleet of 163 Saab 240 and Saab 2000 aircraft.
Operational responsibility for the leasing fleet lies with
Aeronautics.

Defence and Security Solutions

The Defence and Security Solutions business segment
brings together Saab’s capabilities in the development and
integration of high-technology systems for reconnaissance,
surveillance, communication and command and control.
One example is the Swedish Air Force's combat manage-
ment system, which links command and control centers,

aerial surveillance, and radioc and data communication, In
the international market, tactical command and combat
systems for land, sea and airborne forces are among the
areas where Saab has an especially strong position.

Defence authorities and other government agencies are
increasingly outsourcing portions of their operations. Saab
therefore offers a wide range of lifecycle support solutions.

Defence and Security Solutions also offers consulting
services in systems development, systems integration, and
information and system security for the defence, automo-
tive and telecommunication industries as well as govern-
ment agencies with responsibility for infrastructures.

The market for civil security systems continues to deve-
lop, creating new opportunities. Saab can supply systems
to handle information flows and coordination between
various authorities responsible for terrorist threats, natural
disasters and organized crime.

Systems and Products

Customers in the Systems and Products business segment
mainly consist of defence authorities and other defence
contractors arournd the world. In avionics (aeronautical
electronics), Saab is a leading supplier to both military and
civil aviation manufacturers.

Another product with a market-leading position is the
Carl-Gustaf anti-armor weapon, which has been sold to
more than 40 countries and has two successors in the AT4
and NLAW anti-armor systems.

Electronic warfare — waming, jamming and protection
against detection and weapons - is another area where
Saab has developed world-leading products, used in a large
number of combat vehicles, aircraft, helicopters, submari-
nes and surface vessels the world over.

The urique products in the newly acquired radar and




sensor operations were already vital components of Saab’s
systems such as the Bamse missile platform, Gripen and air-
borne surveillance system. But they also command a leading
position in the global market. The artillery detecting radar
ARTHUR and the search radar GIRAFFE are two examples.

Signature management, which prevents detection by
even the most advanced technical equipment, is another
area where Saab has a world-leading position. It is by far
the dominant supplier of the ultra lightweight camouflage
net system (ULCANS) to the U.S. Army.

The need for training is growing as more countries
participate in international missions and have to train their
troops under realistic conditicns. Saab has a strong position
in advanced training systems for land-based forces and
now lists special police units among its customers.

Underwater technology for shallow water and harbors
is also an area where Saab has leading expertise. Significant
potential exists in autonomous, unmanned underwater
vehicles for both military and commercial applications.

Saab is also Eurcpe’s leading independent supplier of
advanced equipment for the space industry.

Aeronautics

Saab has unique competence in aeronautics, making
Sweden one of only a handful of countries in the wotld
that can develop modem figheer aircraft. Saab’s aeronautics
operations are dominated by the Gripen program.

In civil operations, Saab serves as a supplier of subsys-
tems to Airbus and Boeing.

Gripen, the world’s most modern fighter aircraft in
operational service, is currently used in Sweden and NATO
members the Czech Republic and Hungary. In 2006, the
prestigious Empire Test Pilots’ School in the UK agreed to
expand its use of Gripen for test pilot training. South Africa
will begin flying Gripen in 2008. Export potential is high,
and Saab is working aggressively in a number of markets to
win new contracts. The Gripen program includes significant
sates of modifications, training and maintenance.

Saab's world-leading competence in aeronautics is
built through development prajects, in-house research and
international cooperations. For example, Saab has primary
responsibility for key subsystems in the Neuron program,

a European project to develop an unmanned combat air
vehicle and next-generation fighter aircraft.
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In its role as a subsystern supplier, Saab utilizes its
expertise to develop complex structural units and subsys-
tems for commercial and military aircraft manufacturers.
For example, it has developed the mid and outer wing
leading edge for the Airbus A380 superjumbo and avionics
equipment for the A400M.

With its unique expertise in aeronautics, sensors and
systems integration, Saab is a leader in the development of
unmanned aerial vehicles (UAVs). Successful flights have
been conducted by the SHARC and FILUR technical de-
monstrators, and in 2007 the unmanned helicopter Skeldar
will go from demonstrator to product with civil and military
applications.

ACQUISITIONS AND DIVESTMENTS
DURING THE YEAR

During the first quarter, a joint venture was formed
together with TietoEnator, TietoSaab Systems Oy. Saab’s
share is 40 percent. The company was formed through a
non-cash issue in which Saab contributed the net assets
of Elesco Oy. In addition, TietoEnator received SEK 48 m.
in cash, The transaction resulted in recognized goodwill of
SEK 48 m.

On March 27, the subsidiary Saab Metech AB was sold
for SEK 253 m. with a capital gain of SEK 180 m. If the
sale had taken place on January 1, 2006, consolidated sales
would have been SEK 57 m. lower and operating income
would have been reduced by SEK 7 m. Income after tax
would have been reduced by SEK 5 m., excluding capital
gains.

On May 1, Saab acquired 100 percent of the shares in
the South African avionics company Aerospace Monitoring
and Systems (Pty) Ltd (AMS). The sales price amounted
to 25 million rand and recognized goodwill was 20 million
rand. The acquisition was financed with liquid assets. In-
cluding liquid assets in the acquired company, the Group’s
liquid assets decreased by 20 million rand or approximately
SEK 25 m. AMS has 75 employees and sales in 2005 of ap-
proximately 58 million rand.

Saab reached an agreement with Denel in South Africa
to initially acquire 20 percent of a new aerestnictures com-
pany, with the option to acquire a majority interest after th-
ree years. The acquisition will be reported according to the

7
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equity method. As agreed, Saab will contribute SEK 70 m.
to the new cormpany. The majority owner will contribute

sufficient funds to ensure a positive result during the build-

up stage. This acquisition will have no effect on Saab’s

and was consolidated in the Group, due to which only
income after tax would have been affected if the acquisition
had taken place on January 1. Income after tax would have
been positively affected by SEK 2 m. and earnings per share

28

income during the first three vears,

All the shares in Maersk Crata Defence A/S of Denmark
were acquired on August 31. The acquisition price is con-
tingent on the company’s earnings in 2006. The preliminary
price is slightly over DKK 46 in. Final settlement will take
place when the annual accounts for 2006 are closed. Trans-
lated to SEK, the preliminary purchase price amounted to
SEK 58 m. The acquisition was financed with liquid assets,
and the number of employees as of September 30 was 179.

If the acquisition of Maers's Data Defence A/S had taken
place on January 1, 2006, consolidated sales would have
been SEK 92 m. higher and operating income would have
been SEK 24 M. lower. Incoms after tax would have been
reduced by SEK 18 m. and earnings per share by SEK 0.16.

On September 1, Saab acquired all the shares in Erics-
son Microwave Systems AB, now named Saab Microwave
Systerns AB. The acqusition pricz amounted to SEK 3,763 m.
The surplus value amounts to SEK 2,149 m., of which
identified intangible assets account for SEK 957 m. and
goodwill for SEK 1,460 m. with a deduction for deferred
tax liabilities of SEK 268 m. The estimated pericds of use
for other intangible assets ranges between 5 and 15 years.
Goodwill primarily consists of the estimated effects of
synergies and resources in the form of human capital. The
acquisition was financed with liquid assets and a short-
term loan within the framewcrk of an existing credit facility
of 5EK 1,000 m. The number of employees as of September
30 was 1,203.

If the acquisition of Saab Microwave Systems had taken
place on January 1, consolidated sales would have been
SEK 1,840 m. higher. Operating income, including ameor-
tzation of intangible assets of SEK 136 m., would have
been SEK 42 m. lower, and income after tax would have
been SEK 29 m. lower. Eamings per share would have been
reduced by SEK 0.27.

On September 1, Saab acquired 40 percent of the shares
in Saab Exicsson Space AB, now named Saab Space AB, for
SEK 100 m. The surpius value amounts to SEK 25 m. and is
due in its entirety to goodwill and synergy effects,

Saab Ericsson Space was previously 60 percent owned

by SEK 0.02.

Further reference is made to Note 8,

Internal restructurings

During the year, Saab implemented a reorganization de-
signed to better capitalize on resources and new business
opportunities by combining operations that closely work
together. As of January 1, 2006, Saab consists of 15 business
units instead of the previous 19, During the year, two more
business units were added, Saab Microwave Systems and
Saab Surveillance Systems. The segments and business
units are now as follows:

Defenca and Security Systemns and Products Aeronautics
Solutions
Saab Asrotech Saab Awitronics Saab Asrosystems
Saab Communication Saab Barracuda Saab Asrcstructures
Saab Grintek Saab Bofors Oynamics Saab Aircraft Leasing
Saab Systems Saab Space Gripen International
Combrech Saab Training Systems
Saab Survedlance Systems | Saab Microwave Systems

Saib Underwater Systems

The following business units were transferred to new bu-
siness units: AerotechTelub, Saab Aircraft, Saab Aviocomp,
Saab Contracting, Saab Metech, Saab TransponderTech and

Saab Nyge Aero,

The largest changes are due to the new business units
Combitech, Saab Communication and Saab Aerotech. The
business unit Combitech, which was previously part of the
business unit AerotechTelub, provides consulting services.
The mission of Saab Communication is to supply robust
communication systems and services to military and com-
mercial customers. The business unit Saab Aerotech offers
customized support and logistics solutions to defence and
commercial customers in selected markets and regional
aircraft operators in the global market.

The new organizational structure means that SEK 900 m.
of the business segment Aeronautics’sales has been shifted
to the business segment Defence and Security Solutions.




The corresponding figures fo: operating income and em-
ployees are SEK 80 m. and 5(0. Figures refer to 2005,

In connection with the reorganization of its business
units, Saab also decided to strearnline its legal corporate
structure. As of January 1, 2006 the operations of Saab
Nyge Aero AB, Saab Contracting AB and Saab Aircraft AB
were transferred to Saab AB, All operations, excluding the
consulting portion of AerotechTelub AB, were also transfer-
red to Saab AB, while the consulting operations remained
in the company, which has changed its name to Combitech
AB. The operations of Combitech Systems AB were trans-
ferred to Combitech AB. Saab Aviocomp's operations was
transferred to Saab AB during the first half of 2006.

As of January 1, 2007 the operations of Saab Microwave
Systems AB have been transferred to Saab AB.

ORDERS, SALES AND INCOME

Orders

Order bookings amounted tc SEK 27,575 m. (17,512}, the
highest level ever for Saab. Seventy-two percent (63} of or-
ders came from customers outside Sweden and 77 percent
{72) was attributable to defence-related operations.

Qrder bookings by business segment

SEK m. 1006 1008
Defence and Security Solutions 16,415 7.648
Systerns and Products 7.691 6716
Ageronautics 4956 34603
Corporate 53 243
Internat -1.540 708
“Total 27575 17512

Order bookings for Defence and Security Sclutions rose to
SEK 16,415 m. (7,648). The incTease is directly the result of
the order for an airborne early warning system from Pakistan
and the fact that Saab Grintel, which was acquired in May,
2005, is included for the full-year 2006. All business units rai-
sed their order bockings with the exception of Saab Systems,
which decreased due to very high order bookings in 2005.
During the year, orders were received for command and con-
trol systems for four Swedish submarines, the modification
of two Saab 340 AEW-200 swveillance aircraft for FMV, and
support and maintenance of commercial and military aircraft.

FINANCIAL REYIEW

Order bookings for Systems and Products rose to SEK
7,691 m. (6,726). The increase is attributable to the fact that
Saab Microwave Systems is now a business unit within the
segment. Among other business units, order bookings rose
for Saab Avitronics, Saab Bofors Dynamics, Saab Space and
Saab Underwater Systems, while order bookings decreased
for Saab Training Systems and Saab Barracuda. During the
year, orders were received for the BOL countermeasures
dispensing system for the Eurofighter and key onboard
equipment for the first four satellites in Galileo, Europe’s
new satellite navigation system. The Polish Navy ordered
the surface-to-surface missile system RBS15 Mk3, and
Saab received its first major defence order from Spain for
ARTHUR artillery detecting radars, including a training
simulator and logistics.

Order bookings for Aeronautics amounted to SEK
4,956 m. (3,603}, an increase of SEK 1,333 m. Order book-
ings for Saab Aerostructures rose, including further orders
from Airbus and Boeing. Order bockings also rose for Saab
Aerosystems and related to the continued development of
Gripen.
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Order backlog by business tegment

Sales by geographic market

SEK m. 2006 2005 SEK m, 2006 X of sales. 2005 %ofsales.  Change
Defence and Security Solutions 13,654 5300 Sweden 7349 5 8,541 44 1192
Systems and Products 18,950 16,325 Rest of EU 6,080 29 5420 8 660
Aerpnautics 20,440 21970 Rest of Europe 292 1 343 2 -
Carporate 12 163 Total, Europe 13721 65 14304 7 -583
Internaf 1957 1,560 NorthAmerica 1746 8 1408 B 138
Total 51,099 42,198 Latin America 57 - 83 - -26
Asia 1,757 8 684 4 1073

The order backlog at year-end was SEK 51,099 m. (42,198). Fo- Australia, etc. 975 5 1,195 6 220
reign orders account for 77 percent (75) of the backlog. Of the Africa 2807 14 1440 8 1367
increase totaling SEK 8,901 m., approximately SEK 3,000 m. Total 21063 100 19314 100 1749

relates to the acquisition of Erisson Microwave Systems.
The order backlog includes:

* Gripen to Sweden and on export

» Airbormne early warning systems

* Active and passive countetrneasure systems

¢ Missile systems for air, sea and land

* Structures and subsystems for Airbus and Boeing
* Anti-tank systems

¢ Command and control, avionics and fire control systems
» Radar systems

* Signature management systems

Sales
Group sales rose to SEK 21,053 m. (19,314) year-to-year, an
increase of 9 percent. Organic growth was approximately 3
percent adjusted for the acquisition of Saab Grintek, which
is included for twelve months in 2006 compared with
seven months in 2005, and the acquisition of Saab Micro-
wave Systems on September 1, 2006, Organic growth was
slightly lower than expected, mainly due to a delayed order.
Of sales, 79 percent (82) rzlated to the defence mar-
ket. Sales in foreign markets amounted to SEK 13,714 m.
(10,773}, exceeding revenue in the Swedish home market
and accounting for 65 percent (56} of total sales. Exports
from the Group’s Swedish cornpanies totaled SEK 10,075 m.
(7,912). The Group’s exports to the EU market amounted
to SEK 5,735 m. {5,012) and total sales in the EU, excluding
Sweden, were SEK 6,080 m. (5,420).

Sales in the EU mainly relate to Germany, the UK, Hungary
and France. Sales of SEK 2,807 m. in Africa mainly relates
to Saab Grintek and Saab Aerosystems in South Africa.

Sales by business segment

SEK m, 2004 2003 Change
Defence and Security

Solutions 8028 6,303 17.4%
Systems and Products 8580 7397 - 16.0%
Aercnautics 6010 6775 -11.3%
Corporate 204 82

Internal 4,759 5,243

Totall 21063 19,114 9.1%

Sales for Defence and Security Solutions rose to SEK 8,028 m.
(6,303}, an increase of 27 percent. The increase is mainly due
1o the fact that Saab Grintek is included for twelve months in
2006 compared with seven months on 2005 and that the new
business unit Saab Surveillance Systems started operations.
For other business units within Defence and Security Solu-
tions, sales rose year-to-year. Foreign markets accounted for
55 percent (48) of sales.

Sales for Systems and Products rose to SEK 8,580 m.,
(7,397), an increase of 16 percent. The increase was positively
affected by the acquisition of Saab Microwave Systems on
September 1, 2006, Saab Barracuda increased through higher
volumes in the U.S. market, and Saab Bofors Dynamics rose
mainly through higher volumes for NLAW and Carl-Gustaf.
Saab Avitronics, Saab Space and Saab Underwater Systems
were in line with the previous year, while volumnes for Saab




Training Systems were lower. Foreign markets accounted for
70 percent (67) of sales.

Aeronautics’ sales decreased to SEK 6,010 m. (6,775). Sales
for Saab Aerosystems decreased due to a delayed order and
lower sales for the Swedish Gripen program. Of total sales,
47 percent (59) relates to the Swedish market, including the
delivery of 10 (16) Gripen in batch 3. In all, 36 Gripen are still
to be delivered to Sweden and South Africa, as well as six
to Hungary. Saab Aerostructures’sales were in line with the
previous year, and sales to Airbus amounted to approximately
SEK 450 m.

Income, margin and profitakility

Operating income amounted to SEK 1,745 m. (1,652), cor-
responding to a margin of 8.3 percent (8.6). Structural costs
affected operating income by SEK 445 m. (321). Excluding
structural costs, the margin was 10.4 percent {10.2). Income
before structural costs amoun:ed to SEK 2,190 m. (1,973).
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Income statement

SEK m. 2008 1005

Safes 21,063 19.314

Cost of goods sold 15,775 -15.003

Gross income 5,288 4311 .

Margin 25.1% 223%

Qther operating income 330 322

Marketing expenses -1,646 -1,203

Administrative expenses -1.279 -1,132

Research and development costs -805 -552

Qther operating expenses -165

Share in income of associated cos. 22

Operating income" 1745

Margin 8.3%

Share in income of associated cos. -28

Financial incorne and expenses 14

Income before taxes 1,693

Taxes -346

Net income for the year 1347

Of which Pa-r!-:nt Compan-y shaz;holders'

interest 1,300 1,189

Of which minority interest 47 10

Earnings per share before and after

dilution, SEK® 1191 10.89

Hreludes depreciation, amartization and

impairments of -1.056 949
of which depreciation of lease assets -282 419

»Average number of shares 109150344 109,150,344

The gross margin improved compared with the previcus
year to 25.1 percent (22.3). In recent years, Saab has fo-
cused on improved gross margins, and in 2006 all business
segments improved their margins before structural costs,
As a whole, administrative and marketing expenses
were SEK 590 m. higher than the previous year, mainly due
to higher administrative expenses attributable to acquired

.companies. Marketing expenses, which often vary over

time, were slightly higher and were also affected by acqui-
red companies. The year's internally funded investments in
research and development amounted to SEK 981 m. (737)
which of SEK 805 m. (552) has been charged to operating
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income for the year, including amortization and impair-
ments of SEK 287 m. (107). Of the year’s expenditures, a
total of SEK 463 m. (292) has been capitalized. Other oper-
ating income during present and previous years includes
capital gains, currency gains and results from secondary
activities. The capital gain on :he sale of the subsidiary Saab
Metech amounted to SEK 180 m. {238). Other operating
expenses consist of exchange rate differences. The share of
income in associated companies primarily relates to after-
tax income in Hawker Pacific and Caran Saab Engineering.

Net financial income and expenses amounted to SEK
-52 m. (-101), of which the share in income of associated
companies held as financial assets amounted to SEK -28
m. The average return on external investments was 1.76
percent (2.37). Project interest from unutilized advanced
payments reduced the financial net by SEK 101 m. {64) and
is recognized as gross income. Income after financial itemns
amounted to SEK 1,693 m. (1,551).

Current and deferred taxes amounted to SEK -346 m.
(-352}, which means that the affective tax rate was 20.4
percent (22.7). The low tax rate is mainly due to tax-exempt
revenue and previously unutilized tax loss carryforwards.

Net income for the year was SEK 1,347 m, (1,199}, of
which the minority interest arounts to SEK 47 m. (10).
Eamings per share for the Parent Company’s shareholders’
interest amounted to SEK 11.91 (10.89).

The pre-tax return on capital employed was 14.5
percent (14.6) and the after-tax return on equity was 13.8
percent (13.5),

To increase transparency in. reporting, operating income
is reported by business segment with and without structu-
ral costs totaling SEK 445 m. (321).

Provisions for structural costs are divided by line item in
the income statement. Structural costs of SEK 377 m. (192)
are included in gross income, 3EK 68 m. {47) in adminis-
trative and marketing expenses, and SEK 0 m. (82) in other
operating expenses.

Structural costs primarily relate to the costs to adapt
resources and changeover costs.

Operating income by business segment

SEK m. 20048 % of sales, 2005 % of mies
Defence and Security
Solutions 875 109 635 101
Systems and Products 631 74 818 111
Agronautics 190 32 144 21
Corporate 49 55 -
Total 1,745 83 1652 8%
Qperating income by business segment
with structural costs reported separately
SEK m. 1008 % ofsales. 2005 % of sales
Defence and Security
Sohutions 933 11.6 679 10.8
Systems and Products 876 10.2 862 1.7
Aercnautics 281 47 7 40
Corporate 100 - 161
Subtotal 2190 10.4 1973 102
Structural costs -445 - - -
Total 1745 83 1652 86.
Depreciation/famortization by business segment
SEX. m. 2004 1008
Cefence and Security Solutians 13 102
Systems and Products 392 172
Agronautics 128 124
Corporate - lease assets 282 419
Corporate - other 123 132
Total 1056 949




Operating income for Defence and Security Solutions
amounted to SEK 875 m. (635), with a margin of 10.9
percent (10.1). The income improvement was mainly due
to higher volume for Saab Grintek, which was included for
the full-year 2006, and the new business unit Saab Surveil-
lance Systems. Structural costs amounted to SEK 58 m.
(44).

Operating income for Systems and Products decreased
to SEK 631 m. (818) with an operating margin of 7.4 per-
cent (11.1). The decrease in operating income is due to
higher structural costs, which amounted to SEK 245 m.
{44), of which Saab Microwava Systems accounted for
approximately SEK 200 m., and to write-downs in certain
programs. Operating income before structural costs were in
line with the previous year for mast business units. Income
for Saab Training Systerns decreased due to lower volumes.

Operating income for Aeronautics improved to SEK 190 m.
(144). Income for both 2006 and 2005 was charged with
cost increases and write-downs of certain programs. Struc-
tural costs of SEK 91 m. (127) were charged to income. The
operating margin was 3.2 percent (2.1}. Excluding structural
costs, the margin was 4.7 percant {4.0).

Corporate reported operating income of SEK 49 m. (53).
Income was positively affected by a gain of SEK 180 m.
on the sale of the subsidiary Saab Metech. In the previous
year, capital gains on the sale of subsidiaries and associ-
ated companies amounted to SEK 238 m. Structural costs
amounted to SEK 51 m. (106), of which environmental
commitments accounted for SEK 0 m. (82). Corporate
consists of shared Group expenses, income and expenses
attributable to support operations, trading, results from
certain operating companies and results in connection
with liquidations. Consequently, results can vary between
periods. Results from leasing operations for the Saab 340
and Saab 2000 fleet, which are reported in Corporate, had
no impact on income during tiae year.
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FINANCIAL POSITION AND LIQUIDITY

Balance sheet

SEK m. AR 121172008
ASSETS

Fixed assets

Intangible fixed assets 781 3222
Tangible fixed assets 4,295 4,208
Lease assets 2417 4,077
Biological assets 230 217
Investment properties 66 62
Shares in associated companies 270 s
Financial investments 122 128
Long-term recevables 9N 1.050

Deferred tax receivables 362 319

Total fixed assets 16574 13639

Current assets

Inventories 4957 3962
Financia! instruments 538 434
Tax assets 146 93
Accounts receivables 3324 3017
Prepaid expenses and accrued income 652 &08
Other receivables 5053 2,578
Short-term investments 0 4,624
Cash and marketable securities 1,393 1,574
Total current assets 16063 16,890
Non—cun'e.nt assets held for sale 134 65
Total assets 32,711 30,594

SHAREHQLDERS' EQUITY AND
LIABILITIES

Sharcholders’ equity

Parent Company's shareholders' interest 9.802 9179
Minority interest 223 314
“Total sharehclders™ equity 10025 9,493

Long-term liabillties

Long-term interest-bearing liabilities 590 739
Lease obligations 245 665
Other long-term liabilities 342 388
Provisions for pensions 412 29319
Other provisions 1961 2214
Deferred tax Eabilities 789 28
Total long-term fabilities 4339 6973
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Current liabilicies

Short-term interest-bearing liabilities 1064 315
Advance payments from customers 3842 3528
Accounts payable 1422 1,263
Lease obligations 212 858
Financial instruments 172 365
Tax liabilities 298 167
Cther liabilities 1115 827
Accrued expenses and deferred income 9.371 6,152
Provisions 1109 816
Total current liabilities 18405 14091
Liabilities for non-current assets held for sale 2 37
Total liabilities 22,746 21101
Total shareholders’ equity

End li_abllities 31,771 30,594

Goodwill and other intangible fixed assets amounted to
SEK 7,821 m. (3,222). The inc1ease relates to the acquisi-
tion of Ericsson Microwave Systems. Goodwill amounted
to SEK 3,294 m. (1,777) and is largely attributable to the
acquisition of Celsius in 2000 and the acquisition of Erics-
son Microwave Systems. The remaining goodwill mainly
relates to the acquisitions of Saab Grintek, Saab Avitronics
and Combitech Systems. As of 2004, goodwill is no longer
amortized and instead is tested annually for impairment.
In 2006, no impairment losses were jdentified. Intangible
fixed assets also consist of acquired product development/
technology and customer relations, and capitalized deve-
lopment expenses for the export version of Gripen, radar
jamming systems and missile systems. Intangible fixed as-
sets are amortized over their estimated periods of use with
the exception of capitalized development expenses, which
are amortized over the estimated sales volume. Amortiza-
tion and impairments for the year amounted to SEK 379
m. (140), of which the amortization of capitalized product
development amounted to SEK 287 m. (107).

Property, plant and equipraent are used in core oper-
ations. Investment properties refer to properties leased to
outside parties and valued at estimated fair value. Invest-
ment properties are not depreciated; instead realized and
unrealized changes in value are recognized through profit
or loss. Biological assets consist of forest assets. Changes
in fair value are included in profit. Lease assets primarily

relate to the leasing fleet of regional aircraft. During the
year, 45 aircraft were sold,

Long-term interest-bearing receivables primarily
consist of receivables from asset sales, Shares in associated
companies include the shares in Hawker Pacific, Eurenco
and Wah Nobel. Deferred tax assets mainly relate to unu-
tilized tax deductions for provisions and unutilized tax loss
carryforwards.

Inventories are reported after deducting utilized advan-
ces, Other receivables primarily relate to receivables from
customers (after deducting utilized advances) and receiva-
bles from divested financial assets.

Non-current assets held for sale refer to real estates and
a small business currently for sale.

Provisions for pensions decreased due to the establish-
ment of the Saab Pension Fund, which was capitalized
with SEK 2,536 m. during the year. In September, it took
over the pension fund previously managed by Camegie,
which had a market value of SEK 551 m. at takeover. The
market value of the Saab Pension Fund at year-end was
SEK 3,234 m.

Future pension obligations have been restated to reflect
a change in actuarial assumptions. Total pension obliga-
tions amounted to SEK 4,449 m. as of December 31, and
assets under management totaled SEK 3,481 m. The cumu-
lative unreported actuariat loss amounted to SEK 556 m.
(443), which means that provisicns for pensions amounted
to SEK 412 m. (2,939).

Deferred tax liabilities refer to temporary differences
between the carrying amount of assets and liabilities and
their value for tax purposes. Other provisions mainly
consist of future commitments. Lease obligations refer to
liabilities for regional airceraft.

Liquidity and finance

Compared with the beginning of the year, cash, marketable
securities and short-term investments, less liabilities to
credit institutions, decreased by SEK 5,405 m. As a result,
the Group has net debt of SEK 261 m., against net liquidity
of SEK 5,144 m. at the beginning of the year. The Group’s
net liquidity, including interest-bearing receivables and
after deducting provisions for pensions, amounted to SEK
605 m., compared with SEK 2,856 m. at the beginning of
the year. The decrease in 2006 is due to the capitalization




of the Saab Pension Fund by approximately SEK 2.5 billion

during the first quarter of 2004 and the acquisition of Erics-

son Microwave Systerms in September 2006, resulting in a
net outflow of approximately SEK 3.2 billion. The equity/
assets ratio was 30.6 percent, against 31.0 percent at the
beginning of the year. Shareholders’ equity related to the

Parent Company’s shareholders amounted to 5EK 9,802 m.,

compared with SEK 9,179 m. at the beginning of the year,

or SEK 89.80 per share (84.10).

Condensed subdivided balance sheet

as of December 31, 2006
Saab

Aircraft  Ellmina. Saab
SEK m, Saab  Leasing tions Group
Assets
Intangible fixed assets 781 7.821
Tangible fixed assets 4,591 - 4.5
Lease assets 2417 - 2417
Long-term interest-
bearing recenvables 508 - - 508
Shares etc. 1.86€ - -1,500 366
Defarred tax assets 303 59 - 362
Inventories 4,952 5 - 4957
Short-term interest-
bearing receivables 77C - - 770
Cther receivables B77: 813 - 9,586
Cash and marketable
securities 1,290 103 - 1,393
Total assets 3087« 3397 1500 3277
Shareholders’ equity
and liabilitias
Sharehclders' equity 10,030 1495 -1,500 10025
Provisions for pensions 412 - 412
Provisions for deferred
taxes 789 - - 789
Other provisions 2407 663 - 3070
Interest-bearing
liabilities 1,654 - - 1,654
Lease obligations 457 - 457
Advance payments
from customers 3.642 - - 3642
COther liabilities 11,940 782 - 12722
Total shareholders’
equity and liabilities 30,874 3.397 1,500 3271
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Cash flow

Operating cash flow amounted to SEK -1,900 m. (2,645)
during the period and was distributed between cash flow
from core operating activities of SEK 765 m. (2,704), the
acquisition of Ericsson Microwave Systems SEK -3,181 m.,,
other acquisiions SEK -222 m. (-293), divestments of sub-
sidiaries and associated companies SEK 620 m. (257) and
the regional aircraft business SEK 118 m. (-23). During the
year, a net of 45 Saab 340 were sold, due to which working
capital decreased and cash flow from investing activities
was affected positively.

Statement of cash flows / operating cash flow

SEK m. 2004 2005
Cash llow from operating activities

Income after financial items 1,693 1,551
Adjustrments for items not affecting

cash flow 1,454 1,242
Tax paid -115 =110
Cash flow from cperating activities

before changes in working capital 3.032 2,683
Working capita)

Inventories -767 356
Current receivables -1,700 43
Advance payments from customers -853 481
l.ease obligations -832 -1022
Other current liabilities 229 417
Provisions -201 =331
Change .in working capital -2063 -142
Cash flow from operating activities 963 2541

Investing activities

Investments in intangible fixed assets -330 -293
Investnents in tangible fixed assets -433 296
Disposal of tangible fixed assets N 37
Disposal of lease assets 823 650
Acquisition of companies -3,403 -293
Disposal of subsidiaries 219 257
Disposal/acquisition of shares ete. 424 2
Cash flow from investing activities -2.869 104
Operating cash flow e -1,900 2,645
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Specification of operating cash flow 2006

Acqul; S

sition, aab

divest-  Aircraft Saab
SEK m, Saab ments  Leasing Group
Cash flow from

operating activities

before changes in

working capital 2753 - 279 3032
Inventories =753 - -14 -767
Receivables -1.806 - 106 1,700
Advance payments from

customers -853 - - -853
Lease cbligations - - -932 -832
Cther liabiltties 2,433 - -143 2,290
Provisions -99 . -102 -2
Cash flow from 7
operating activities - 1,675 0 -706 969
Investments in intangible

fixed assets -530 - - -530
Investments in tangible

fixed assets -433 - - -433
Sale of tangible fixed

assets 30 1 3
Sale of lease assets - 823 823
Investments in subsi-

diaries - -3,403 - -3,403
Sale of subsidiaries - 215 - 119
Sale of and invesiment in

shares, etc. 23 40 - 424
Cash flow from investing

activities 910 -2.783 24 -2,869
Operating cash flow l 785 1,783 118 -1,900

For a reconciliation between cperating cash flow and cash
flow for the year, see Note 46.

Operating cash flow by business segment

SEK m. 1006 2005
Defence and Security Solutions 619 539
Systemns and Products -33 485
Aeronautics -7 1570
Corporate -2415 L}
Total -1.900 2645
Capital employed by business segment
SEK m. 2006 2008
Defence and Security Solutions 4,663 4095
Systerns and Products 7,513 4,191
Aeronautics 2158 1,676
Corporate -2,253 3525
‘ 13487

Total 12091
Financial objectives - goal fulfillment

Saab’s long-term financial cbjectives are unchanged: 5
percent organic growth and an operating margin of 10
percent. Our efforts to become even more efficient in order
to create higher profitability are being further intensified.
We are now working with several programs designed to
increase cost efficiencies, improve monitoring and achieve
smoother, more uniformed business processes. The return
on equity objective is 15 percent based on current interest
rates. The equity/assets ratio should exceed 30 percent.

Percent Target 2008 20058
Cperating margin 100 83 8.6
Chperating margin before depreciation,

amartization and impairment excly-

ding leasing 150 120 1.3
Retum on equity 150 138 135
Equity/assets ratic 300 306 310

Outlook for 1007

For 2007, growth is expected to be in line with 2006, while
the operating margin including structural costs will be
slightly higher than 2006.



CAPITAL EXPENDITURES, RESEARCH AND
DEVELCPMENT, AND PERSONNEL

Capital expenditures

The Group's gross capital expenditures for property, plant
and equipment, excluding lease assets, amounted to

SEK 433 m. (296).

Gross capital expenditures

SEK m, 2006 1005
Defence and Security Sclutions 86 82
Systermns and Products 1 128
Aeronautics 109 47
Corporate 07 39
Total 433 295

Research and development

To maintain a leading position in its businesses, Saab de-
votes considerable resources t research and development,
where some 2,700 people are employed. Investments in
research and development are primarily made for custo-
mers in the business segments Systems and Products and
Aeronautics. Total research anid development costs for the

year amounted to SEK 3,537 m. (3,546}, of which SEK 2,556 m.

(2.809) relates to customer-furided development.

Research and development expenditures

SEX m. 2008 2005
Defence and Security Solutions 745 544
Systemns and Products 1,526 1,760
Aeronautics 1,266 1.242
Corporate - -
Tota! 3537 3.546
As percent of sales 17 18

Internally financed development during the year mainly
related to the Gripen system, though also to further deve-
lopment of electronic warfare and missile systems. Under
certain circumstances, development costs are capitalized
and, in such cases, are classified as intangible fixed assets.
Capitalization for the year amounted to SEK 463 m. {292).
After the year's amortization ¢f SEK 287 m. (107), acquisi-
tions of SEX 2,000 m. (73), translation differences, etc., the
closing balance of capitalized development costs amounts
to SEK 3,561 m. (1,408).

FINANCIAL REVIEW

Personnel

At year-end, the Group had 13,577 employees, against
12,830 at the beginning of the year. The number of employ-
ees in the acquired companies Ericsson Microwave Systemns
AB and Maersk Data Defence A/S was 1,203 and 185,
respectively, at year-end. The number of employees, after
adjusting for acquisitions and divestments, declined by 404
during the year,

Personnel by business segment

MNumber at end of period 2006 2005 Change
Defence and Security Solutions 4,843 4737 106
Systems and Products 5197 4,168 1.029
Aeronautics 2904 3189 -285
Corporate 633 736 -103
Total ‘ 13577 12830 747

Competence development

The overall purpose of Saab’s human resource work is to
support its business and continued development. Person-
nel issues are a natural aspect of Saab’s strategic work and
therefore are an important factor if Saab is to reach its oper-
ating objectives. Diversity and an open climate create an
organization where creativity and innovation ¢an Hourish,
Ingredients that are vital for Saab, where development is a
must,

Internationalization also requires that employees have
the experience and insight needed to be effective in a multi-
cultural organization.

Saab therefore devotes a great deal of resources to an
extensive and diverse range of leadership development
programs for managers, prospective managers or specialists
at all levels. Managers in the organization are respons-
ible for identifying and nominating candidates for these
programs. Special programs are also in place for younger
employees, where the goal is to better plan their perso-
nal development while identifying their interests, talents,
expectations and competencies.

For more senior employees, Saab offers an advanced
leadership development program specially designed deve-
lopment-oriented managers and leaders. These programs
are now being tailored to Saab’s global operations.

Using performance reviews as a starting point, a con-
tinuous process is used to track and develop future leaders.
Saab has a well-established management review process
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in which leadership resources, succession planning and so-
called high potentials are monitored on a regular basis.

Saab feels it is important to understand and acknow-
ledge the competitive advantages that diversity offers. One
way is to increase the number of women in senior posi-
tions, which Saab is making a focused effort to achieve by
coaching women for management roles using a system of
mentors.

RISKS AND UNCERTAINTY FACTORS

Saab’s operations primarily involve the development, pro-
duction and supply of technol>gically advanced hardware
and software to customers around the world. The interna-
tional part of the business is growing. Projects generally
entail significant amounts of money, long periods of time
and the technological development or refinement of the
product. In addition to customer and supplier relations, the
international operations involve joint ventures and other
operations with other industries as well as the establish-
ment of operations abroad.

Operations entail significant risk-taking in various
respects. The key risk areas are political, operating and
financial risks. Various policies and instruments govern the
management of significant risles. The following provides
a general description of the risk areas with references to
relevant notes to the financial statements.

Political risks

Saab provides systems and equipment that are classified
as strategic products. Sales are regulated by national laws
and ordinances that also include international agreements.
Access to vital components and systems may also be sub-
ject to export restrictions and regulations of various kinds.
Amendments to these rules are made periodically and af-
fect Saab’s business opportunities. The ability to create and
maintain long-term customer relations is a critical issue for
Saab, since some projects strelch over decades.

Another type of political risk entails the customer’s abil-
ity to fulfill current contracts due to economic or political
circumstances, such as natural disasters, an economic crisis,
a shift in power or an embargo.

Saab manages political risks through various types of
export guarantees, insurance solutions and other instru-
ments. It is impossible, however, to avoid losing business

oppottunities or incurring damage if political risks are
realized.

Operating risks

A number of significant areas have been identified with
respect to operating risks, which are important in assessing
the Group’s results and financial position.

Long-term customer projects

As one of the warld's leading high-technology companies,
Saab’s operations entail complex development projects on
the leading edge of technology. Over the years, the Group
has conducted significant development projects and man-
aged the associated risks with great success. The Group
applies the percentage-of-completion methed to recognize
revenue from long-term customer projects. An estimation
of total costs is critical in this method. The outcome of
technical and commercial risks may affect income.

Develob and introduce new systems and products
The Group invests significant amounts in the research and
development of its own products and systems as well as
acquisitions of technology. Its biggest systems are Gri-
pen, missile systems and electronic warfare systems. One
example of acquired technology is the world-leading radar
technology obtained through the acquisition of Ericsson
Microwave Systems AB. Investments in new systems and
products are made after an analysis and assessment of
future business opportunities. The competitive situation is
complex, and success depends on the ability to offer cost-
effective high technology solutions, though also in some
cases on participation in the customer-country’s economy
through various forms of industrial cooperation.
Devetopment costs are capitalized in accordance with
established accounting principles. Amortization of capital-
ized development costs is scheduled over the estimated
production volume or over an estimated period of use.
Future business opportunities are periodically reassessed,
which can lead to impairment losses, Capitalized develop-
ment costs are shown in Note 16.

Successful divestment of leasing operations

Saab decided in 1997 to discontinue the manufacture of
turboprop aircraft. As with other manufacturers, Saab had a
business model that included lease financing in connection




with aircraft sales. Saab’s direct risk-taking in the leasing
fleet has been managed primarily through various types
of insurance. The leasing fleet is expected to be liquidated
around 2020,

Saab’s lease assets currently consist of 163 turboprop
Saab 340 and Saab 2000 aircraft, as indicated in Note 18.
Of the fleet, 64 are financed through US leverage leases and
the rest are recognized as assets in the balance sheet. Of
the 163 aircraft, three are finariced through non-recourse
loans and will be returned in 2007, while one aircraft is un-
insured. The rest are covered ty insurance from the Export
Credits Guarantee Board in Sweden (42 aircraft) and other
insurers {117 aircraft). The market for turboprop aircraft
remains sluggish despite a slight improvement in 2006.
Saab cumrently receives compensation under the guarantees
issued by the Export Credits Guarantee Board. It is likely
that coverage from other insurers will be suspended in
the foreseeable future. The creditworthiness of the varicus
insurers is good and stable.

Business combinations

Besides growing organically, the Group acquires businesses,
usually to strengthen a market position or to ensure access
to critical technology. To produce the retwm on investment it
expects, Saab devotes great effort to planning the integration
of the acquired business into the Group. A well-planned and
implemented integration is essential if the value assigned to
the acquired business in the acjuisition calculation is going
to comrespond to its future eamning capacity.

In connection with business combinations {cash-gen-
erating units), an acquisition analysis is prepared, where
cost as compared with the fair value of acquired assets
and liabilities. The difference is booked as goodwill. The
estimated goodwill value is periodically reassessed through
an estimation of the cash-gen=rating unit’s future earning
capacity. A significant discrepancy compared with assump-
tions about future earning capacity can lead to impairment
losses. Goodwill is reported in Note 16.

Financial risks

Financial risks primarily relate to foreign currency and
interest rate risks as well as credit risks. Risk management
is governed by a finance policv laid down by the Board of
Directors. Overall responsibilizy for managing the Group's
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financial risks and developing models and principles for
managing financial risks lies with the Corporate Treasury
function.

Various financial derivatives such as forward exchange
contracts, options and swaps are frequently used to mana-
ge and minimize financial risks. Forwards and interest rate
swaps and options are used for interest risk management
in the portfolio that manages intra-Group financing in dif-
ferent currencies and invests surplus liquidity in the fixed
income market. Interest rate swaps in foreign currency are
used to manage interest risks attributable to leasing oper-
ations. Currency options and forward contracts are mainly
used to secure firm orders and projected cash flows.
Financial risk management is described in more detail in
Note 41.

Foreign currency risks

Foreign currency risk refers to the risk that fluctuations in
exchange rates will affect the Group’s income. Exchange
rate fluctuations affect Saab’s income and sharehclders’
equity in various ways. Income is affected when sales
revenue and production costs are in different currencies
(economic and transaction exposure). Income is also af-
fected when the income, assets and liabilities of foreign
subsidiaries are translated to Swedish kronor (translation
exposure).

Saab's financial policy prescribes that the flow in foreign
currency ~ the transaction exposure — for firm orders must
be hedged. The purpose of this hedge is to ensure esti-
mated gross margins in orders received. Exchange rate
fluctuations, especially against the Swedish krona, over
time, however, will impact Saab’s competitiveness relative
to competitors with a different currency exposure.

Interest risks

Saab is exposed to interest rate risks when the market
value of certain balance sheet items (mainly the pension
liability and leasing portfolio) is affected by changes in
underlying interest rates as well as through the impact on
interest income and interest expenses. Depending on the
liquidity situation, Saab’s income is directly affected by
changes in market interest rates through a change in net
financial items and through the impact on gross income of
the interest rate effects on advance financing.
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Liquidity management and financal credit risks

Liquidity management is handled centrally within the
framework of an investment policy based on a benchmark
with 80 percent government bonds and 20 percent mort-
gage bonds with certain deviations permitted in regard to
duration and credit risk.

Refinancing risk

Refinancing risk refers to the risk that the company will not
be able to meet its payment obligations due to insufficient
liquidity or difficulty raising external loans. As of December
31, 2006, Saab had net liquidity of SEK -261 m. (5,144) after
deducting liabilities to credit institutions and other interest-
bearing liabilities of SEK 1,654 m. (1,054). In 2005, Saab
signed a credit facility of SEK 1 billion to serve as back-up
and short-term financing for acquisitions or as working
capital, for example. The so-called club loan from eight banks
expires in 2011. At year-end, the credit facility had not been
utilized. Saab currently does not have a public rating.

Customer finance

Customer finance provides an important tool to market

the company’s products. Export customers increasingly
demand financing. Normally, 3aab works with banks and
guarantee institutions to find various solutions to meet
customers’ needs. This often entails bank or supplier credits
for the buyer. To limit risk exposure, the risks are sold en
the market to banks and gove-nment guarantee institu-
tions, such as the Export Credits Guarantee Board.

Pensicn obligations

The Group's pension obligations are substantial, as indicated
in Note 37. In the calculation of pension obligations, future
pension obligations are discownted to present value. The size
of the liability is dependent on the choice of discount rate: a
low interest rate produces a high liability, and vice versa. The
Board of Directors decided in 2005 to allocate approximately
SEK 2,500 m. to the Saab Pension Fund. This corresponded
to the pension obligation according to FPG/PRI. The pension
fund is not consolidated. The obligations of the companies
that are part of the fund are calculated on an actuarial basis
each year, after which a comparison is drawn with the fund’s
assets. Deficits according to such calculations may require
Saab to contribute additional funds.

Insurance and non-financial risk monagement

For non-financial risks, active risk management is done

by the business units, though also by procuring insurance.
Centralized risk management ensures that Saab has an
efficient process to identify, value and limit risks in order to
prevent damage to operations. Insurance is procured on the
market or through the Group's insurance company, Lansen
Forsdkrings AB.

ENVIRONMENTAL REPORT

Licensing requirements

Production of aircraft and aircraft components by the Parent
Company, Saab AB, in the Tannerfors industial zone in
Linkdping is subject to licensing according to the Swedish
Envircnment Code due to the surface treatment processes,
manufacture of composite material, handling of chemical
substances, airport operation and the size of the manufac-
turing facilities, The environmental impact of these oper-
ations ptimarily arises from emissions of organic solvents
(VOC) into the atmosphere and of metals into waterways,
the generation of industrial wastes and noise disturbing
local surroundings. The operations subject to licensing pre-
dominantly entail manufacturing. The National Licensing
Board for Environmental Protection granted the license for
aircraft manufacture in 1990.

Saab AB has operations involving the manufacture of
systems and aircraft equipment in Jarfalla and J6nkdping
that are also subject to licensing according to the Environ-
ment Code. In Jérfilla, the licensing requirement is due to
surface treatment processes and the size of the manufac-
turing facilities. In Jénképing, the licensing requirement is
due to oil consumption and the size of the manufacturing
facilities. The environmental impact of these operations
primarily arises from emissions of organic solvents (VOC)
into the atmosphere and of metals into waterways, The
operations in Jonkdping subject to licensing predominantly
entail manufacturing. The National Licensing Board for
Environmental Protection granted the license for the Jar-

- félla operations in 1990. The operations in Jénképing will

be evaluated according to the Environment Code in 2007.
Saab also has operations subject to licensing according

in Malmslétt, in the municipality of Linkdping, as well as

in Arboga due to surface treatment processes (Malmsglatt)



and to the size of the manufacturing facilities, firing range
activities and the pretreatment of electronics (Arboga).
The environmental impact of these operations primar-

ily arises from emissions of organic solvents {VOC) into
the atmosphere and of metals into waterways, as well

as industrial wastes and noise. The operations subject to
licensing in Malmslitt predominantly entail manufacturing.
The license for the operations :n Malmslétt was granted by
the County Administrative Board in 1993, and the license
for the operations in Arboga was granted by the County
Administrative Board in 1994.

The operations carried on by Linkdping City Airport
are subject to licensing according to the Environment
Code and are covered by the permit issued by the National
Licensing Board for Environmental Protection in 1990 for
Saab’s collective operations in Tannefors industrial site in
Linképing. This permit also covers the operations of Saab
Bofors Dynamics and Saab Space in the same area, despite
that they are not subject to licensing and notification requi-
rements according to the Environment Code.

Saab Bofors Dynamics and Saab Bofors Testcenter carry
on operations in Karlskoga that are subject to licensing
according to the Environment Code. Saab Bofors Dynamics
and Saab Underwater Systeme carry on operations in Eskils-
tuna and Motala, respectively. In addition, Saab Barracuda
AB carries on operations subject to licensing in Gamleby.

The envirorumental impact from subsidiaries subject
to licensing primarily consists of emissicns of VOC and
from aircraft into the atmosphere, emissions of metals and
deicing solvents into waterways, generation of industrial
wastes and noise disturbing local surroundings.

Operations subject to notification requirements

Saab AB has operations in Kista and Ostersund that are
subject to notification requirenients in accordance with the
Environment Code. The Group also has operations subject
to notification requirements in three Swedish subsidiaries:
Saab Microwave Systems and Saab Space in Géteborg and
Saab Training Systems in Huskvama. The environmental
impact of these operations is very limited.

Soil contamination
Saab surveys its operations ard properties, historical and
current, to assess the risk that Saab or its subsidiaries are
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exposed due to soil contamination. When contamination is
identified, lability is investigated and an overall environ-
mental risk assessment is made. Information on contami-
nated areas is documented on an ongoing basis.

In fiscal year 2005, Saab allocated provisions of SEK
82 m. to treat contaminated areas over a period of ten ye-
ars. Remediation measures were implemented in Karlskoga
in 2006 for approxdmatety SEK 5 m. In 2007, needed reme-
diation is estimated at SEK 16 m. for areas in Linképing,
Kariskoga and Lindesberg. The cost to identify, classify and
investigate contaminated areas is estimated at SEK 0.5 m.
per year.

Chemicals, producer responsibility and climate Issues

Saab works actively with climate issues in part by identi-
fying its contribution to the greenhouse effect and in part
by improving energy efficiency. A number of projects are
conducted each year to improve efficiency in the use of

electricity and heating energy.
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PARENT COMPANY

Sales and income

The Parent Company includes the business units Saab
Aerosystems, Saab Aerostructures and the Swedish units
within Saab Systems, Saab Avitronics, Saab Aerotech and
Saab Communication, Group staffs and Group support are
included as well.

The Parent Company’s sales amounted to SEK 10,940 m,
(8,792). Operating income was SEK 571 m. (100).

Net financial income and expenses amounted to SEK
697 m. (368). Of the financial net, SEK 513 m. (-137) con-
sists of Group contributions, dividends and write-downs
of shares in subsidiaries. After appropriations of SEK 11 m.
(39) and income tax of SEK -259 m. (-212), net income for
the year amounted to SEK 1,020 m. (295).

Liquidity, investn;ents and ernployees

The Parent Company’s net debt amounted to SEK 3,963 m,,
compared with net liquidity of SEK 3,220 m. in the previous
year. Gross capital expenditures in property, plant and
equipment amounted to SEK 260 m. (103). At year-end,

the Parent Company had 6,918 employees, compared with
5,070 at the beginning of the year.

Proposed dividend and share repurchase

The Board of Directors proposes that shareholders receive a
dividend of SEK 4.25 {4.00} per share, or a total of SEK 464 m.
{437), corresponding to 36 percent {37} of the Group’s net
income in 2006. April 17 has been proposed as the record
date, and the dividend is expected to be distributed on
April 20, 2007.

The Board of Directors will propose that the Annual
General Meeting give the Board a mandate to repurchase
up to 10 percent of the shares outstanding, The purpose of
the authorization is to provide the Board with greater scope
in working with the company’s capital structure and enable |
acquisittons when considered appropriate. As proposed, the
mandate would apply until the next Annual General Meet-
ing. Repurchases may be effected over the stock exchange
or through offerings to shareholders. It is also proposed
that the Board’s mandate include the possibility to transfer
repurchased shares as allowed by current law.
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SEK m. Note 2006 2005
Revenue 3,4 21063 19,314
Cost of goods scld -15.775 -15,003
Gross income 5,288 4,311
Other operating income 3 330 322
Marketing expenses * -1,646 -1,203
Administrative expenses -1,279 ~1,132
Research and development costs -805 -552
Other operating expenses é -163 -139
Share in incame of associated companies 21 2
Operating income - 1,745 1,651
Share in income of associated companies 21 -28 20 -
Financial incame 114 228
Financial expenses -138 -309
Net financial items 13 -52 -101
income before taxes 1,693 £.551
Taxes 15 -346 -352
Nét income for the year 1,347 1,199
Attributable to:

Parent Company's shareholders 1,300 1,189

Minority interest 47 10
Earnings per share before and after dilution, (SEK) 34 1191 10.8%9
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Consolidated balance sheet

as of December 31

SEK m. Note 2006 1005
Assets
Intangible fixed assets 16 7821 3222
Tangible fixed assets 17 4,295 4,208
Lease assets 18 2,417 4077
Biological assets 19 230 17
Investment properties 20 66 62
Shares in associated companies 21 270 316
Financial investrents 25 122 128
Long-term receivables 27 991 1.090
Deferred tax assets 15 362 319
Total fixed assets 146,574 13,619
lnventories 28 4957 3962
Derivatives 4 538 434
Tax assets 146 93
Accounts recervables 29 3324 3m7
Prepaid expenses and accrued inzome 30 652 608
Other receivables 7 5053 2,578
Short-term investments 25 4624
Liquid assets kil 1393 1574
Total current assets 1 6,563 15,8%0
Non-current assets held for sale 32 134 65
TOTAL ASSETS 1,11 30,594




as of December 31
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SEK m, Note 2008 1005
Shareholders' equity 33
Capital stock 1,746 1,746
Qther capitat contributions and other reserves 607 847
Retained earnings 7,449 6,586
Shareholders' equity attributable to Parent Company's shareholders 9,802 9179
Minority interest 223 314
Total shareholders’ equity 10,025 9,493
Liabilities
Long-term interest-bearing habilities 35 590 739
Lease obligations 18,7 245 665
Other liabilities 9 342 388
Prawvisions for pensions 37 412 2539
Other provisions 38 1961 2114
Deferred tax liabilities 15 789 28
Totwl long-term liabilities 4339 63973
Short-term interest-bearing liabil ties 35 1064 315
Advance payments from customers 3642 3528
Accounts payable 1422 1,263
Lease abligations 18,7 1 858
Derivatives 41 172 365
Tax liabilities 298 167
Other liabilities 39 1115 827
Accrued expenses and deferred ncome 40 937 6,152
Provisions 38 1109 616
Total current liabilities 18,405 14,01
Liabilities attributable to non-current assets held for sale 32 2 37
Total llabilities 22,745 21,101
TOTAL SHAREHOLDERS’ EQUITY AND LIABILITIES nm 30,594

Fornformation 9n the Group's assets pledged und contingent liabilities, see Mote 42,
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Changes in shareholders’ equity

for the Group

as of December 31

SEK m. Note 2008 1005
Shareholders’ equity, opening balance 33 9,493 8,221
Effect of change in accounting principle - 80
Items reported directly in shareholders’ aquity
Translation differences for the year % -365 326
Cash flow hedges "2
Reported directly in sharehe!ders’ equity 72 -108
Reversed through profit or loss -6 10
Other changes in shareholders’ equity
MNet income for the year 2 1,347 1,199
Transactions with shareholders
Dividend to shareholders -441 -409
Investrments in and sale of operations with minority interests 75 174
Sharehclders’ etiuity. closing halance T 10,025 9,493
Attributable to:
Parent Company's sharehelders 9.802 9179
Minority intarest 223 314
" Total items reperted directly in snareholders’ equity -299 228
% Total income and expenses for the year 1,048 1427



Consolidated statement
of cash flows

January 1 — December 31

FINANCIAL STATEMENTS

SEX m. Note 2006 2005
QOperating activities
Income after financial iterns 1.693 1551
Establishment of pension fund -2566 -200
Adjustments for items not affecing cash flow 1,454 1242
Income tax paid <115 -110
Cash flow from operating activities before changes in working capital 466 2483
Cash flow from changes in working capital
increase(—)/Decrease(+) in inventories -767 356
Increase(—)/Decrease(+) in current receivables -1,700 -43
Increase(+)/Decrease(-) in advince payments from customers -853 481
Increase(+)/Decrease(-) in leas= obligations -832 -1.022
Increase(+)/Decrease{-) in other current liabilities 2,250 417
Increase(+)/Decrease(-) in provisions -201 -3
Cash flow from operating activities’ ’ -1,597 2,341‘
Investing activities
Investments in intangible fixed assets -67 -1
Capitalized development costs -463 -292
Investrments in tangible fixed assets -433 -296
Sale of tangble fixed assets n 37
Investments in lease assets - -10%
Sale of lease assets 823 799
Investrnents in and sale of finanial assets 4,606 -1.558
investments in subsidiaries, net effect on liquidity 8 -3403 -293
Sale of subsidiaries, net effect on liquidity 8 9 257
Cash flow from In\}esting activities 1,343 -1,496
Financing activities
Loans raised 630 -
Amartization of loans - -36
Dividend paid to Parent Company's shareholders -437 -40%
Dividend paid to minority intarast -4 -4
Cash flow from financing activities 189 ~449
Cash flow for the year 46 95 396
‘ Liquid assets at beginning of yéar 1557 1,129
Exchange rate difference in liquid assets -73 32
Liquid assets at year-end 46 1,389 1,557

For Sazb's operating cash flow, seg Note 46.
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Quarterly information

JANUARY-MARCH APRIL-JUNE
SEK m, 2006 2005 2008 2005
Sales
Defence and Security Solutions 1,738 1,261 1934 1,600
Systerns and Products 1482 1546 1.879 1874
Aeronautics 1,59 1,280 1534 1,552
Corporate 69 25 49 18
lnternal sales -569 =290 =251 -433
’ 434 3,022 5,145 4,611

Operating income
Defance and Security Solutions 192 11.0% 113 9.0% 152 79% 175 10.9%
Systems and Products 143 9.6% 169 10.9% 39 12.7% 218 11.6%
Aeronautics ’ 7 4.5% 97 7.6% iyl 6.6% -155 -100%
Corporate 142 -34 -88 -3

549 12.7% 345 9.0% 404 7.8% 115 4.9%
Net financiat items -16 -18 -1 -8
Income after financial net 533 327 403 2117
Net income for the period 428 232 304 154
Attributable to Parent
Company’s shareholders 423 221 193 14
Earnings per share 3.B8 2.04 .68 1.48
Mo. of shares, thousands 109,150 109,150 109,150 109,150

JULY-SEPTEMBER OCTOBER-DECEMBER
SEK m. 2006 2005 2008 1005
Sales
Defence and Security Sclutions 1913 1,409 2,443 2033
Systems and Products 1417 1,297 3802 2,680
Aeronautics 1.233 1,391 1,652 2552
Corporate 49 15 37 24
Internal sales -352 -87 -587 -433
4,260 4,025 7,347 6,856

Operating income
Defence and Security Solutions 199 10.4% 98 7.0% 332 13.6% 243 122%
Systems and Products 106 7.5% 123 9.5% 143 3.8% 308 11.5%
Aeronautics 39 312% 87 63% - -1.3% 115 45%
Corporate 25 66 -30 36

349 8.7% 374 2.3% 423 5.8% 708 10.3%
Net financial tems -12 -29 23 -46
Income after financial net 357 345 400 [1.%
Net income for the period 250 245 368 568
Attributable to Parent
Company's shareholders 237 231 347 574
Earnings per share 2.17 .11 3.18 5.26
MNo. of shares, thousands 109,150 109,150 109,150 109,150



Parent Company
iIncome statement

January 1 - December 31
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SEK m. Note 2008 1005
Revenue 3.4 10,940 8792
Cost of goods sold -8,505 =741
Gross income 2,435 1,384
Marketing expenses -784 -408
Adrinistrative ex':penses 601 442
Research and development costs -483 -352
Other operating income 5 59

Other operating expenses 6 -55 97
Operating income L74) 100
Result from financial items: 13

Result from shares in Group companies

Result from shares in associated companies/joint ventures
Result from other securities and receivables held as fixed assets
Other interest income and similzr items

Interest expenses and similar iterns

Income after financial items

Appropriations

Income before taxes

Taxes